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NE of the most serious weaknesses 

of a democracy, which by its effects 
in times of emergency is likely to en- 
courage dictatorial exercise of power, is 
the so-called “right” of any group, es- 
sential to national security, to strike. 
The unpatriotic action of labor leaders 
like John L. Lewis in forcing workers to 
stop vital production raises, in the in- 
dustrial field, much the same issue that 
was raised in the political state by the 
claim of the Southern states of the right 
to secede from the Union. That issue 
was settled by the Civil War. But this 
is no time to allow a civil war on the in- 
dustrial front to imperil our whole éxis- 
tence as a self-governing country. 

But the question goes further: are we 
to allow strikes to prolong the death and 
destruction of war; are the “rights” of 
any group at home equal to the rights 
of our fighting men to every assistance 
Wwe can give them? For each trained 
man on the supply end that quits, an- 
other soldier may die. The strike in the 
coal industry, which is so basic in mod- 
ern technology and upon which the vital 
steel industry is dependant, imperils our 
whole supply line. The duration of a 
strike of this type is not as important as 
that it should happen at all. Machinery 
exists for orderly protection of union in- 
terests. 

But apparently no orderly procedure 
exists for protecting what President 
Roosevelt himself, in the Akron rubber 
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RIGHT TO WORK COMES FIRST 
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strike, called “the rights of the patriotic 
workers who desire to work.” This is a 
good sounding phrase, but of little mean- 
ing to the willing worker intimidated by 
picket lines and even physical violence 
and other retaliation against his person, 


family and property. The time for 
handling this type of situation with poli- 
tical kid-gloves has long since past. The 
public is incensed by the imperiousness 
and defiance of strike leaders and asks, 
as Senator Byrd words it: “Has the 
American flag which now flies over the 
coal mines of America lost its power and 
prestige?” If it loses it there, it is liable 
to lose it everywhere, and the small dif- 
ferences that result in work stoppage 
will look mighty cheap beside the cost of 
enemy victories or prolonged war burdens 
which already threaten our financial and 
economic stability. 


In the heat of desperation we must be 
careful to set no example of retaliation 
on the part of government, but violation 
of the no-strike pledge shows the worth- 
lessness of promises and the necessity for 
protection of the individual workers. 
There is a vast difference between forc- 
ing men to work against their will, and 
making it possible for those who desire 
to work to do so without personal danger. 
Escrowing of union funds has been pro- 
posed and should be carefully weighed. 
Although the whole capital of employers 
has been escrowed whenever the govern- 
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ment has taken over plants, the foment- 
ers of strikés may be expected to raise 
the cry that impounding of union funds 
means “starving the workers into sub- 
mission.” But that submission is to duly 
elected law-making and executive repre- 
sentatives—to the expressed will of the 
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people which cannot be divided in war- 
time. A positive policy of encouraging 
and protecting willing workers is needed, 
not a vacillating, continuing negative 
policy of temporizing. The right to work 
must be given precedence over the right 
to strike. 


WHAT LABOR NEEDS 


EMANDS for special income priv- 
ileges for labor groups in these 
times of universal sacrifice represent 
either legitimate fear, by the great body 
of American workmen, of post-war un- 
employment or abysmal economic ignor- 
ance or intentional greed by labor leaders 
who have gained a strangle-hold on union 
power. The “get while the getting is 
good” philosophy is a normal one. Un- 
fortunately these are not normal times. 
Unless the issue is squarely met ruinous 
inflation will be difficult to prevent and 
the winning of the war will be hampered. 
Unemployment and poverty have been 
too recently experienced for many work- 
ers to have overcome the driving fear of 
a post-war relapse, and so far no ade- 
quate program has been universally 
adopted to reassure workers. Social se- 
curity plans are not the answer to the 
independent type of workman who seeks 
work, not charity. Some progressive 
concerns have set up pension and even 
“dis-employment” trust funds or other 
reserves, but tax as well as corporate 
policy needs broad revision to encourage 
creation of sizeable payroll reserves. Em- 
ployers by giving consideration to the 
protection of their human as well as ma- 
chine depreciation (as by employee sav- 
ings and benefit plans) can do much to 
remove the fears and friction which are 
endangering our war effort and subse- 
quent stability. 

Although aircraft, shipyard and muni- 
tions workers, for example, cannot look 
forward to continuance of anything like 
their present rate of employment—even 
remembering that many war workers 
will retire from production lines after 
the war—too few concerns have thought 
through their post-war planning to find 
suitable alternative employment. Is it 


not a paramount responsibility of man- 
agement to look now for ways and means 
of converting to such production? Or 
where they cannot do so to perhaps adopt 
some “war orphan” company which has 
good prospects for post-war use? 

As to the other problem—the “mis- 
representatives” of labor—there are two 
phases. It is up to government to pro- 
vide real protection and democratic elec- 
tion methods so that honest labor can 
throw off the yoke of intrenched labor 
power-trusts, ruled by petty czars. 

This still leaves the honest but eco- 
nomically illiterate labor leadership. It 
must be admitted that some industrial 
leadership is still illiterate or short- 
sighted—but these are pretty well sub- 
ject to government restriction. One step 
that has gone far to give labor oppor- 
tunity to develop astute and informed 
leaders is the Labor-Management Com- 
mittee. This should be developed in a 
way to improve mutual understanding 
and respect for the common aim of our 
war effort and our post-war stability. 
Another possibility is the establishment, 
probably in near-by colleges, of courses 
on Industrial Economics, in which the 
fundamentals of economic welfare and 
relationship would be studied, supple- 
mented by discussion of current issues 
by representatives of both employees and 
management. The class-room, not the 
production line, is the place for educa- 
tion and argument, for by the time a 
disagreement comes to the arbitration 
committee it is usually sharply divided, 
gives. off more heat than light. After all, 
labor leadership has had a hard and new 
road to climb, and the causes of strikes 
and other disturbances generally arise 
from lack of basic understanding of the 
natural laws of economics. 
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HE wartime inflation problem is 

measured by the extent to which new 
money—particularly bank credit—must 
be created to finance the war. During 
1942 approximately $42 billions of gov- 
ernment securities were sold and of this 
total the member banks of the Federal 
Reserve System acquired $19 billions or 
45%. As a result of this huge acquisi- 
tion their deposits increased by more 
than $16 billions. Although part of the 
increase was offset by savings, the major 
portion represented credit inflation. 


An even larger amount of credit is 
likely to be created this year. In the first 
four months of 1943, the banks bought 
about $10 billions. Moreover, during the 
fiscal year starting July 1st, the govern- 
ment deficit is estimated at approximate- 
ly $70 billions, of which between $25 and 
$35 billions may have to be financed by 
the banks with further increase in de- 
posits by a similar amount. Should bank 
financing of this size be required, it 
would mean that member bank deposits 
will have almost doubled in two years. 
Clearly, such a huge credit expansion 
cannot fail to be reflected in sharply ris- 
ing prices, as the government buys with 
this new money. The inability of the 
Treasury to finance its needs from tax 
and private savings sources represents 
one of the major failures on the inflation 
front. It is in this continuous recourse 
to the banks to finance the war effort that 
the seeds of inflation are found. Unless 
the Treasury can reduce its dependence 
upon the banks, an inflation of large pro- 
portions cannot be avoided. 


The basic criticism is that too small a 
part of the financing represents a diver- 
sion of current earning power to the gov- 
ernment by those benefitting from the 
large expansion in purchasing power. 
Thus, only $13 billions of United States 
War Savings Bonds have been sold since 
June 1941 and these represent an invest- 
ment of less than $10 billions which is 
only a fraction of the increase in pur- 
chasing power during this period. This 
is also reflected in the data for the 
December and April Victory Bond drives. 


INFLATIONARY FINANCE 









Although twice as much was raised from 
individuals in the April drive as com- 
pared with that in December, the total 
face value was still only $3%4 billions 
(including payroll deductions) out of 
more than $18 billions sold. 

Corporations and_ institutional in- 
vestors were largely responsible for the 
$6 billion increase in April bond sales as 
compared with December. These groups 
apparently made an earnest effort to in- 
vest to the hilt in order to make this 
drive a success, but it is unlikely that 
they can continue to acquire more than 
50% of future war bond issues. This 
means either that purchases by indivi- 
duals must be increased sharply or that 
a large proportion will continue to be 
sold to the commercial banks with the 
resulting credit inflation. Alternatively, . 
a larger proportion could be obtained 
through increased taxes but Congress 
has shown no undue eagerness to formu- 
late a program for higher taxes among 
the groups with paying capacity. The 
10% payroll deduction plan is definitely 
inadequate to meet the needs of the pres- 
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ent situation. A new objective of double 
present deductions should be set, with 
strong urging of those who have had a 
sharp increase in incomes to invest an 
even larger proportion. To drive home 
this point especial attention must be 
given workers in war plants and every 
effort made to enlist the aid of the un- 
ions. 

There are dangerous post-war aspects 
of credit expansion during the war. When 
this war ends the circulating media—de- 
posits and money—will probably be sev- 
eral times the volume in the pre-war pe- 
riod. The total may be reduced primar- 
ily by paying off the bonds held by the 
banks and in this way cancelling the de- 
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posits which are on the books. But there 
appears to be little likelihood that this 
will or can take place to an important 
degree in the early post-war years. This 
is one post-war program that should call 
for immediate attention by bankers, who 
may make a very valuable contribution 
to the prevention of post-war inflation 
by analyzing the alternatives and initiat- 
ing a definite program to convince the 
American people that this is their indivi- 
dual problem. Thoughtful suggestions as 
to how this “pressure money” can be im- 
mobilized until production of peace-time 
goods compensates, would be a welcome 
contribution for discussion in these 
pages. 


POOR BASE FOR SUBSIDIES 


HE O. P. A. has announced that sub- 

sidies will be paid on designated 
foods as part of its program to “hold the 
line.” Subsidies have proved very useful 
in both Canada and Great Britain in the 
efforts of those countries to stabilize the 
cost of living. The Canadian subsidy 
program, which was adopted as part of 
its general ceiling plan, seems to hold 
more important lessons for us than the 
British experience. The Canadian gov- 
ernment announced that it stands ready 
to finance increases in costs of essential 
products in any cases where these in- 
creases cannot be absorbed by producers, 
importers or distributors. Wherever 
possible, the recipients must institute 
cost economies measures in order to offset 
unavoidable increases in cost. More- 
over, subsidy payments are reduced to 
the extent that they add to the excess 
profits of the recipient and in many cases 
are paid only if part of the loss is ab- 
sorbed by the recipient. In any event, 
subsidies are used only as a last resort 
when all other means of absorbing the 
cost increases have been utilized. Not 
only have these payments been very well 
integrated with various actions to con- 
trol prices, but in addition the Canadians 
have had a fiscal program calling for very 
heavy taxation and diversion of current 
income to the government, as well as an 


effective control over wage rates. It is 
this combination of circumstances rather 
than any inherent virtue of subsidies 
per se which accounts for the relative 
success achieved with subsidies in Can- 
ada. 

Unfortunately, these conditions are not 
present in the United States. Up to date 
we have had a vacillating wage policy 
which has tended to result in steadily 
higher wage rates and we have had no 
firm control over farm prices. Our total 
tax load is expected to cover less than one- 
third of expenditures in the next fiscal 
year and at the present time is covering 
even a smaller proportion. Finally, we 
have had no effective stabilization of the 
cost of living index and many aspects of 
price control at the retail level have been 
a farce. Within such an economic en- 
vironment the efficacy of the proposed 
subsidy program is highly questionable, 
because the need for them, and the cost, 
becomes already greater. Unless the 
program is accompanied by safeguards 
similar to those noted above for Canada 
it will represent to a substantial extent 
money poured down the drain. Subsidies 
have a very definite role to play in an 
anti-inflation program but they are use- 
ful only in conjunction with other effec- 
tive measures of price control, not as a 
substitute for them. 
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TAX REALITIES 


66 PROGRAM of the proportions 

necessary to finance the war and 
to curb inflation must inevitably reach 
far down into the income scale. Tax 
rates for taxpayers in the upper income 
groups are already so high that substan- 
tial additional taxation cannot be im- 
posed upon these groups.” 

In this statement from his letter criti- 
cizing the Senate pay-as-you-go tax bill, 
President Roosevelt belatedly recognizes 
that taxation of the upper income groups 
has about reached its limits. Thus far, 
however, the Treasury has failed to pro- 
duce a program to tax the middle and 
lower income groups effectively. Its 
spending tax proposal would fall most 
heavily upon those in the upper middle 
and higher income groups, but would do 
little to increase the taxes upon those 
who have received the bulk of increases. 


The natural corollary of the Presi- 
dent’s statement is a program calling for 
a further increase in income taxes start- 
ing from the lowest income group plus a 
further adjustment of the exemptions. 
To soften the blow of the heavy increase 
in taxes which is necessary to place our 
fiscal house in order, provision should be 
made to treat part of the increase as a 
post-war credit similar to the programs 
adopted in Great Britain and Canada. 
In addition there must be imposed a 
heavy sales tax probably starting at 20 
or 25% with some minimum exemption 
through the use of prepaid tax stamps to 
cover purchases of food products by the 
lower income groups. Will the Treasury 
and Congress have the political courage 
to levy the necessary taxes upon these 
groups? 


IMPLICATIONS OF COMINTERN DISSOLUTION 


N the statement from the executive 

committee in Moscow that “the Com- 
munist Internationale as the directing 
center of the international working class 
movement is to be dissolved .. .,” a host 
of interpretations and prophecies can be 
predicated. It seems a consensus that 
the withdrawal of Communist party poli- 
tics from international to national auton- 
omy would promote the amity of United 
Nations and concentration on the pri- 
mary object of military success over 
Fascism. In substituting the national 
initiative of the Communist for the inter- 
national guidance of Moscow, it may be 
less significant of change in policies of 
the party in this country, as it had 
withdrawn formally from the Interna- 
tionale in 1940, but continued to follow 
it in very major precepts. With the 
German declaration of war on Russia 
self-preservation became more important 
than objectives of world economic revo- 
lution. Formed to advance the domina- 
tion of the “working classes,” the Com- 
munist Internationale and its offspring 
in other countries may be presumed not 


to have abandoned all Marxian princi- 
ples, but it must be remembered that 
these have been very substantially modi- 
fied by actions since the first and most 
dramatic phase of revolution. In fact, 
while the United States has been adopt- 
ing more paternalistic controls and level- 
ling both wealth and income, Russia has 
been introducing some degree of indivi- 
dual ownership and a policy of income 
distinctions under which specially pro- 
ductive workers (Stakhanovites) may 
make many times as much income as the 
average. 

Of greater consequence than the dis- 
solution decree of the Comintern are the 
conditions precedent. Besides the need 
of military unity, the “insuperable ob- 
stacles” to similar policies in countries 
of vastly different working conditions are 
cited as necessitating removal of political 
over-lordship. But perhaps of funda- 
mental import is the fact that Russia has 
found the democracies to have been not 
only friends in need but also a system 
which did not threaten its own internal 
programme or philosophies. There were 
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those who could not conceive of the two 
living in the same world, and who there- 
fore concluded that one must displace the 
other or be in turn swallowed up. Be- 
cause the democracies have not demon- 
strated this nationalistic aggressiveness 
and antagonism—as the Axis has done— 
long-felt fears have, no doubt, been as- 
suaged. Furthermore, the contacts with 
American engineers and business men 
(and in some cases diplomats) during 
the pre-war reconstruction era, and now 
more widely and effectively through in- 
termingling of armed forces, have served 
to cement relations and respect for the 
rights of the other far more than all 
protestations pro or con could do. From 
the military alliance is coming a temper- 
ing of attitudes on both sides; each Ally 
will, for a long time, have plenty to do 
to put and keep its own house in order. 
Certainly, Communistic theories, even 
the more radical ones already discarded 
in Russia as unworkable (such as elim- 
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ination of financial incentives and prohi- 
bitions on private ownership of many as- 
sets), will continue to be preached here 
by a small but vocal minority. We have 
our own brands of Paternalism—a more 
serious threat to Capitalism. 


NEW AGENCY — 
SAME CONFLICTS? 


HE Office of War Mobilization has 

been created to supersede the War 
Production Board which was created to 
succeed the Supply, Priorities and Allo- 
cation Board and Office of Production 
Management. The Office of Production 
Management had been created to replace 
the loose organization which had been es- 
tablished under the Advisory Commis- 
sion to the Council on National Defense. 
The new O. W. M., however, appears to 
have far more power, including that of 
being umpire for inter-agency disputes, 
than any of these earlier agencies, but its 
full significance will be determined by 
how these powers are exercised. 


To be fully effective, Mr. Byrnes must 
be cold-blooded in his determination to 
eliminate overlapping and duplication 
among war agencies. His job would be 
made much simpler if a reshuffling of 
available powers among existing agencies 
is undertaken first. For example, all au- 
thority over gasoline should be taken 
from O. P. A. and turned over to Mr. 
Ickes so that conflicting pronouncements 
will be stopped. It would be desirable 
also to turn over all power concerning 
food, including those exercised by the 
O. P. A., to the War Food Administra- 
tion. The way to correct jurisdictional 
disputes between war agencies is to 
eliminate conflicting or indefinite author- 
ity. 


New life insurance for April was 17.4 
per cent more than for April of last year, 
according to The Association of Life Insur- 
ance Presidents. For the first four months 
of this year, the total was 8.4 per cent less 
than for the corresponding period of 1942. 
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HE magnitude of the war program 

and of the current and future prob- 
lems of our national economy, requires 
the full support of every national institu- 
tion, if we are to win the war and be pre- 
pared for the readjustments of the com- 
ing peace. Institutional activity must 
serve both the needs of the armed forces 
and the needs of the civilian population, 
if it is to be wholly effective. 


The institution of Life Insurance is 
moving into action on both fronts. One 
of the earliest activities was a joint ef- 
fort by the life companies to establish a 
new system of handling claims for ser- 
vice men, to expedite payment and reduce 
the detail work otherwise necessary for 
the army and navy. The new system was 
worked out in cooperation with the armed 
services and is now functioning smoothly 
as war claims are beginning to be en- 
countered. The work is a continuing 
one, with joint consideration maintained 
to meet constantly changing conditions 
surrounding both war claims and civilian 
claims under war conditions. A plan for 
handling claims on persons “missing in 
action” has just been drawn up for 
future use. 


There has recently been set up by life 
insurance an organized effort to help the 
army and navy sell National Life Insur- 
ance and to urge every service man to 
purchase this special government protec- 
tion to the maximum of his ability— 
without remuneration to the insurance 
companies, of course. Even though it 
may mean loss of post-war business, the 
institution recognizes the fact that every 
service man needs and should own as 
much of this protection as possible. An 
experiment worked out in one of the east- 
ern army camps was so successful that 
the service of underwriters in actual vol- 
untary sales work has been offered to all 
army and navy camps and induction cen- 


ters throughout the country. In further- 
ance of this work, the life companies have 
prepared and presented to the armed ser- 
vices attractive posters urging the pur- 
chase of National Service Life Insur- 
ance, for use in all military camps. 


Protection against Insecurity and 
Inflation 


N the home front, life insurance 

agents are doing an outstanding job 
of selling War Bonds. They have 
achieved national recognition, the Treas- 
ury Department having awarded them its" 
Certificate for Distinguishd Service. 
Since Pearl Harbor, they have obtained 
pledges for the purchase of War Bonds, 
under the payroll deduction plan, aggre- 
gating more than four billion dollars. 


In addition, the life insurance compan- 
ies, investing their policyholders’ funds, 
have put nearly six billions of dollars in- 
to the direct purchase of U. S. and Cana- 
dian government bonds since Pearl Har- 
bor and now own more than 10 billion 
dollars worth of such securities. That is 
direct—and _ non-inflationary—war fi- 
nancing. Life insurance also contributes 
to strong morale in no small degree, for 
morale stems in large part from family 
security, and life insurance is the great- 
est single factor in the individually 
achieved security base of our families to- 
day. 


The direction into anti-inflationary 
savings channels of the excess of national 
income beyond taxes and consumer ex- 
penditures, is an important factor in in- 
flation control. Life insurance is one of 
the top-ranking savings media to be used 
in this connection—cited by Treasury of- 
ficials and other financial leaders as sec- 
ond only to direct War Bond purchases. 
But life insurance has entered this anti- 
inflation fight on an even broader basis 
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and is urging upon the American people 
the widest possible use of all savings 
channels, that the hazard of inflation may 
be avoided. This may grow into one of 
the most important of the war jobs being 
done by institutional investors. 

Security on the home front is one of 
our paramount considerations today. The 
Social Security program is doing its 
share by providing a security “floor” be- 
low which our people shall not fall. But 
we must realize in our planning for the 
future that individual security, with 
large dependence on expanding life in- 
surance protection, is and will remain a 
fundamental part of any program of pro- 
gress. Maintenance and expansion of our 
present life insurance security base of 
130 billions of dollars thus becomes a 
home front war job, not only for today, 
but for the future, and requires close 
and careful integration with the whole 
panorama of social and economic change 
before us. 
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Canada Views Our 
Price “Controls” 


The United States is beginning to get 
some experience with price controls—and 
the experience is by no means reassuring. 
There are unmistakable evidences that our 
neighboring republic is having difficulty 
with both commodity prices and with wages. 


The lesson that the United States is 
learning is that to operate price-wage con- 
trols requires the highest possible degree 
of both practical understanding and eco- 
nomic statesmanship. That is no small 
order. As we have discovered in Canada, 
exceptions to general orders wnder the 
price-wage controls endanger the whole 
structure. The reason for this is so ob- 
vious that it scarcely calls for comment. 
One man’s prices are another man’s costs. 


Another practical obstacle—now coming 
to the front in the United States—is that 
formulas for wage-price control must be 
simple, fair and workable. A third is that 
trade practices should be followed as far 
as possible, and co-operation of the trades 
concerned should be enlisted and maintain- 
ed. If this is not done, trouble is bound to 
ensue—as events have shown. When it 
comes to the question of adequate machin- 
ery for enforcement, the problem becomes 
particularly knotty. In Canada, the au- 
thorities have been depending on co-oper- 
ation from private citizens. So far, they 
have been fairly well justified in their posi- 
tion. But in the United States “black mar- 
kets” are becoming a large problem. It 
can be predicted, however, that the ad- 
ministration will maintain an unswerving 
attitude in its policy and that there will 
be no important slackening of controls. 
Policies in respect to both prices and wages 
are well defined, and recent announcements 
indicate that they will be strictly main- 
tained. 

It is suggested that direct controls in 
the United States should be bolstered by 
more drastic fiscal measures—to absorb 
surplus income. 


From May 5th issue of CANADIAN FINANCE. 
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Frozen Assets 


Over $7,000,000,000 of assets of enemy 
and enemy-occupied nations are now under 
freezing control or the control of the Alien 
Property Custodian. 
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DIGEST SECTION 


Highlights of news and discussion on current economic 
topics from leading publications, addresses and reports. 


THE PUBLIC DEBT ISSUE AND POSTWAR PLANS* 


HAROLD G. MOULTON 
President, The Brookings Institution 


This booklet represents the most effective critical analysis which has 
yet appeared of “deficit financing” and should be read by everyone re- 
sponsible for conservation of capital.—Editor’s Note. 


WO opposing philosophies with re- 

spect to public finance exist in high 
government circles today. The first, 
which may be called the traditional view, 
is that a continuously unbalanced bud- 
get and rapidly rising public debt im- 
peril the financial stability of the nation. 
The second, or new conception, is that a 
huge public debt is a national asset 
rather than a liability and that the con- 
tinuous deficit spending is essential to 
the economic prosperity of the nation. 
According to this view, the conception 
of a balanced budget belongs in the cate- 
gory of obsolete economic dogma, the fal- 
lacy of which has been clearly demon- 
strated in recent years. 


When, as now, the view is widely held in 
influential circles that a constantly expand- 
ing public debt is indispensable to national 
prosperity, that the only means of main- 
taining full employment is by continuing 
postwar public expenditures on a plane per- 
haps comparable to that of the war period, 
we have an issue of public policy—an issue 
of crucial importance, Until this issue is 
settled, no unified plans for postwar recon- 
struction can be formulated. This is simply 
because government financial policy is of 
underlying and permeating significance. 


The preservation of fiscal stability is in- 
dispensable to the maintenance of monetary 
stability and a freely functioning foreign 
exchange system. It is indispensable to the 
prevention of inflation with its distorting 
effects on the price and wage structure, and 


*Digested by the editors of Trusts and Estates 
from The New Philosophy of Public Debt, pub- 
lished by the Brookings Institution. 


thus to the maintenance of social and politi- 
cal stability. Uncertainty over fiscal poli- 
cies is a powerful deterrent to investment 
and capital expansion under private aus- 
pices. Fears of an ultimate breakdown of. 
government credit, of inflation, and of even- 
tual repudiation in one form or another, 
serve inevitably to discourage long-term 
capital commitments. In consequence, un- 
employment continues; and in consequence 
of this there is continuing and increasing 
need for public assistance. Thus, the drift 
toward an ever-expanding scale of public 
expenditures and of public enterprise con- 
tinues—even though there were no respon- 
sible groups in the United States in favor 
of collectivism. 


Private enterprise is now endeavoring to 
formulate plans for the reabsorption of re- 
turning soldiers and war workers after the 
war and for the maintenance of a perman- 
ently high level of employment. The goals 
desired will not, however, be realized unless 
there is a solid financial foundation on which 
to build. We will not have a sound basis 
on which to build constructive plans for 
postwar industrial rehabilitation and expan- 
sion until the prevailing conflict of views is 
eliminated. 


The government likewise is now engaged 
in the formulation of plans designed not 
only to furnish adequate employment im- 
mediately after the war but also to lay the 
foundations for a stable and progressive 
national and international economic system. 
But the conflicting views now prevailing 
within the government with respect to the 
public debt make unified planning virtually 
impossible. 


The situation may be illustrated by the 
two most important plans for the postwar 
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world thus far presented by government 
agencies. 

In the international field the Treasury 
Department has suggested as the founda- 
tion stone on which to reconstruct invest- 
ment and trade throughout the world, an 
international currency system tied to a new 
gold standard. In the domestic field, the 
National Resources Planning Board has out- 
lined a two-fold program, involving exten- 
sive public works and comprehensive social 
security. But since this Board is committed 
to the theory that national prosperity and 
national income are largely dependent upon 
the “government’s contribution to purchas- 
ing power” through deficit financing, it is 
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deemed unnecessary to be seriously con- 
cerned about the costs involved in realizing 
objectives which all agree are desirable. 
The resulting increase in the public debt is 
regarded as in the nature of a national as- 
set rather than a national liability. 

If the philosophy underlying the National 
Resources Planning Board’s program is ac- 
cepted as a basis for domestic reconstruc- 
tion, the Treasury’s program for interna- 
tional reconstruction is certain to fail. Un- 
less a stable system of public finance is 
maintained in the United States, and also in 
other countries, the foundation stone for in- 
ternational reconstruction will rest on quick- 
sand. 


“FREEDOM FROM WANT” — WHO WILL SECURE IT? 


ROBERT J. WATT 
International Representative, American Federation of Labor 


REEDOM from want is the number 

one goal toward which civilized man 
has worked through the centuries. Op- 
portunity for stability of employment, or 
job security, is the essential ingredient. 
In any program to attain it, we must 
decide whether to entrust supervision of 
economic controls to the political ma- 
chinery of government or to create the 
self-discipline of an economic democracy 
to maintain the necessary balance be- 
tween production and circulation. 

I refuse to assume that there is any 
necessity in looking to a government estab- 
lished for political management for the 
operation of economic affairs. That was 
the course adopted in Fascist countries 
where economic needs led to the lumping of 
economic and political power under a single 
head and thence to dictatorship. There is 
no reason why the people of the United 
States should not adopt basic measures of 
economic democracy in our nation. All it 
requires is the organization of workers in 
strong representative unions and of employ- 
ers in similar associations with a readiness 
to join in labor-management councils along 
industrial and regional lines. The role of 
the government would be to supply the 
basic sanctions for their operation, plus 
guiding principles of public policy. Col- 


In address before League for Industrial Demo- 
cracy, May 1943. 


lective bargaining should be the basis for 
such cooperation. Labor would meet with 
management not merely as representatives 
of wage earners, but as representatives of 
the majority of consumers. 


For freedom from want, workers must be 
paid such wages as represent their true 
productivity in order that their purchasing 
power can sustain the circulation of goods. 
Wages of capital should go down to the 
measure of its actual social value. 


One other means is clearly needed for 
freedom from want through job security 
i.e. useful public works, planned in advance 
for employment during periods of slacken- 
ing business. Whatever is intelligently ex- 
pended for community service is an in- 
vestment for all. There is no reason why 
extensive public works programs should 
not be planned now and carried out to help 
stabilize the swings of the pendulum. 


We are spending 70 or 80 billion dollars 
in one year to win security against a for- 
eign foe. Yet many in this nation be- 
grudged the expenditure of 25 billion dol- 
lars in relief and assistance during a ten- 
year period to combat the conditions which 
threatened our nation with chaos and to- 
talitarian panaceas. If it takes a larger 
share of current income from all to pro- 
tect the community from economic illness, 
it is up to the people to pay enough to 
cure the ailment. 
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In fact, not only must we seek to assure 
good employment for all wage earners; but 
we must insure wage income. We cannot 
rely upon individual savings or commercial 
insurance protection. It is the community 
which must be insured against loss of wage 
income among its citizens. That insurance 
must be provided at the lowest possible 
cost over the widest possible basis on a 
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three-way participation by employers, em- 

ployees, and government. 
Editor’s Note: These views of a labor 
leader and observer of Mr. Watts’ prom- 
inence should be of interest to manage- 
ment and financial circles, in showing 
some mutual objectives and the need for 
clarification of the function and value of 
capital in modern industrial life. 


SEVEN MAJOR ISSUES AFTER VICTORY 


HON. HARRY F. BYRD 
United States Senator from Virginia 


EVEN major problems will confront 

us at the conclusion of the war: 

1. We must provide employment for 
returning soldiers and reasonably con- 
stant employment for 40,000,000 workers. 
If the private enterprise system does not 
do this, then the Government may under- 
take it in direct competition with private 
business. 

2. I conservatively estimate the public 
debt at $300,000,000,000 before the budget 
is again balanced. This is more than twice 
the assessed value of all property in Amer- 
ica. It is 75% of the actual intrinsic value 
of America’s wealth. The handling of this 
debt will require the greatest discretion 
and wisdom. It is not to be repudiated. It 
must not be paid by the printing press. The 
disasters of such inflation would destroy 
our economic system. It has got to be at 
least serviced by interest until it can be 
gradually retired. It constitutes a great 
menace to our future security and will 
collect a toll from generations yet un- 
born. 

3. We will face a vast liquidation prob- 
lem such as no nation has ever been con- 
fronted with. It is estimated that the Gov- 
ernment now owns or has direct control 
over by means of loans real and tangible 
property to the value of $60,000,000,000. 
The Congress should be considering an 
agency to undertake this liquidation, as it 
should not be handled haphazardly by the 
numerous agencies of the Government that 
have acquired the various types of prop- 
erty. 

4. It is imperative that as soon as pos- 
sible when peace comes the Government be 


From address before the New Jersey Bankers 
Association, May 1943. 


gotten out of business. The mines and in- 
dustries that may be seized on account of 
labor difficulties must be turned back 
promptly to private management. The sup- 
plies of material in many forms and de- 
scriptions must gradually be liquidated, 
but, above all, the most determined re- 
sistence must be made to the continued 
operation of these private enterprises by 
Government control, which can only result 
in the nationalization of business and the 
destruction of the private enterprise sys- 
tem. 

Do not be deluded by the proposal that 
has been made that the business men of 
the country can go into partnership with 
the United States Government. Whenever 
the Government becomes your partner in 
any direct business operation, Uncle Sam 
becomes your boss, and the control of your 
operations is just as effectively taken from 
you as if the Government exercised the en- 
tire control. 

5. We must dismantle this vast bureau- 
cracy which now employs 3,000,000 Civil 
Service civilians. We must eliminate every 
non-essential expenditure, every luxury in 
Government, and recognize the fact that 
we can only return to a sound basis by the 
utmost economy and simplification of our 
Government activities. 

6. Immediately after the end of the 
war we must prepare and work steadily 
toward a balanced budget. There is an 
end to the resources of even the richest na- 
tion in the world. 

7. It is imperative that we begin now 
to simplify our tax system so that taxes 
in the years to come may be collected on 
a basis of such scientific justice and ac- 
curacy as to lessen to the fullest possible 
extent the burden that must be borne. 
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RESERVES FOR REEMPLOYMENT AND RECONVERSION 


ROY A. FOULKE 
Dun & Bradstreet, Inc. 


Digested from Banking, May 1943 


HEN the Armistice to World War 

II arrives, outstanding contracts 
for war goods will be at least 10 times 
the amount outstanding at the end of 
World War I. Our war industries will 
be employing 20,000,000 laborers who 
will be seeking permanent peacetime oc- 
cupations, while 8,500,000 of the 11,500,- 
000 in our armed forces will be seeking 
peacetime reemployment. 

The banker has a vital basic interest in 
this problem from two viewpoints. First, 
post-war problems will materialize in the 
operation of his own institution on that 
day. Second, he should see that those con- 
cerns to which he has extended credit have 
made or are making adequate financial pro- 
visions in anticipation of that day. 

As the armed forces are demobilized af- 
ter the war, 35 to 60 per cent of the former 
employees will return to seek their re- 
linquished jobs. Before that time arrives, 
the management of each banking institu- 
tion should have decided whether it will 
(1) peremptorily dismiss the newer em- 
ployees in favor of those returning, or (2) 
keep extra employees on the staff for a 
period of readjustment and until those 
who are not needed will have found some 
other satisfactory location. That is a re- 
sponsibility which must be decided now so 
that proper reserves may be provided in 
anticipation of the added expense. 


Large corporations have already begun 
to set up reserves in their balance sheets 
to cover post-war conversion expenses of 
all kinds. The larger the corporation, the 
more care has been given by the manage- 
ment to the consideration of post-war ex- 
pense problems. In gorporations whose 
tangible net worth is below the top bracket 
of nationally known enterprises, however, 
this crucial subject has received little spe- 
cific attention. 

The Federal Government can help in a 
very practical, realistic way. Reserves 
which are now being set aside to cover the 
payment of salaries and wages of excess 
employees and those in the armed forces 
as they return home, to cover possible in- 
ventory losses at the end of the war, and 
to cover retooling and reconversion ex- 
penses are not deductible charges for in- 
come tax purposes or for renegotiation 
purposes. If such provisions should be- 
come allowable deductions for income tax 
purposes, and if a corporation should use 
all of such reserves for re-establishing it- 
self as a producer of non-war goods, then 
according to an official but preliminary 
suggestion of the Truman Committee, no 
subsequent adjustment would be necessary. 
If any funds were left over, the residual 
amount, it has been suggested, should be 
taxed at the rate it would have been taxed, 
if the amount.had not been allowed as a 
deduction. 
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FOREIGN EXCHANGE STABILIZATION PLANS UNSOUND 


BENJAMIN M. ANDERSON 
Professor of Economics, University of California at Los Angeles 


HE Keynes and Morgenthau foreign 

exchange stabilization plans are in 
essence very similar and their objectives 
are essentially the same. The differ- 
ences between them would not prevent 
their giving us essentially similar re- 
sults. They have in common the follow- 
ing points: Each would create a great 
international bank (whether you call it 
fund or clearing union doesn’t matter) 
the resources of which are contributed 
by the central banks or stabilization 
funds of the different countries. This 
international bank, dealing only with cen- 
tral banks or government financial insti- 
tutions, is to buy and sell the currencies 
of the different countries in such a way 
as to keep them in fixed relation to one 
another. 

Both plans set up a_ super-national 
Brain-Trust which is to think and to plan 
for the world, and to tell the governments 
of the world what to do. The Morgenthau 
plan contains some safeguards for the 
United States not contained in the Keynes 
plan. In the arrangements for voting 
powers, the Keynes plan would leave the 
United States in a hopeless minority. The 
Morgenthau plan would leave the United 
States with a vote of one-fourth the total 
votes, still a minority, but it provides that 
on certain points, notably an alteration in 
the rates of exchange, a four-fifths vote 
shall be required, which would mean that 
the United States could interpose a veto. 

Exchange instability is a symptom. Cur- 
rency instability is the cause. If you at- 
tack the exchange instability as your start- 
ing point, you are attacking the symptom 
rather than a complex of causes, because 
behind the instability of the weak and 
fluctuating currency there lies a complex 
of causes, which include the finances of the 
government of the weak country as well as 
its strictly monetary policy. 

The Keynes and Morgenthau plans pro- 
pose, in substance, a pooling of the finan- 
cial resources of the different countries of 
the world, putting the strength of the 
strong countries behind the weaker coun- 


From address before The Los Angeles Chamber 
of Commerce, May 1943. 


tries so that all of them appear strong. 
All the moneys, good, bad, and hopeless, 
look the foreign exchange market level in 
the eye. Bad money becomes as good as 
good money—and if the process is contin- 
ued long enough, good money becomes as 
bad as bad money. 


Source is Wrong 


The thing that is wrong is for central 
banks or governmental stabilization funds 
to be the main instrumentality in foreign 
lending. If member banks buy foreign ex- 
change, paying for it with deposit credits, 
they increase their deposits while their re- 
serves do not increase, and their ability to 
lend further is diminished thereby. This 
is as it should be. We ought not to buy 
too much foreign exchange. We ought not 
to export too much on short credit. The 
really desirable way to get needed money 
for foreign countries is not to get it from 
either the banks or the Federal Reserve 
Banks or the Stabilization Fund, but to get 
it from private investors out of the sav- 
ings of the people. We ought not to fi- 
nance a one-sided flow of exports on short 
credits. Long credits should be given by 
investor’s money, under carefully restricted 
conditions. 


I condemn the Morgenthau and Keynes 
plans in toto as putting the cart before the 
horse, as encouraging rather than checking 
unsound tendencies in Europe, and as intro- 
ducing new unsound tendencies at home. 
We want foreign exchange stabilization, 
but we can get it only as part of a much 
more comprehensive treatment of funda- 
mental disorders. We must make foreign 
loans, but we must condition them on in- 
ternal financial and currency reforms in 
the countries to which we lend. These 
loans should be made with investor’s money 
rather than with reserve money. The gov- 
ernment has no money except as it taxes 
the people, or as it borrows from the banks 
or the people. The first financial aid must 
be governmental because the risks are too 
great for private capital to be willing to 
venture. But the first aid should be Red 
Cross aid rather than loans. No loans 
should be made that are not good, and none 
should be made without strict conditions. 





Political Soundness and Free Trade 


The government must act first, not mere- 
ly in Red Cross activities, but also in creat- 
ing a strong, safe peace, a peace that we 
can believe will be permanent. The first 
foundation of international credit must be 
a strong political settlement, not a financial 
patchwork. 

Then, as a vital part of world reconstruc- 
tion, we must turn toward freer trade 
throughout the world, so that debtor coun- 
tries needing to pay can pay with goods, so 
that creditor countries receiving pay can 
receive goods, so that the countries of Con- 
tinental Europe, needing food and raw 
materials from us, can pay for them with 
dollars, not obtained by borrowing but by 
working and sending us their finished man- 
ufactures in exchange for the raw materials 
and foods. We want to export goods and 
be paid for them by goods coming back. 
We do not wish again to export vast quan- 
tities of goods against promises to pay, and 
then refuse payment in tle only way in 
which the debtor can pay, namely, with 
goods. 

I cannot at all accept the proposition 
that it is futile to look to the private in- 
vestors to supply more than a small part 
of what capital is needed for the more 
urgent postwar reconstruction needs and 
that it must be handled by governments. 
The United States Treasury has come into 
an unreal world through the ease with 
which it has been able to borrow money 
from the banks in recent years. Money 
it can create this way. Capital is another 
story. And surely we must pull up speed- 
ily in this terrific use of bank credit. 

The bank expansion which has already 
taken place has put into the hands of pri- 
vate individuals billions and billions of 
dollars of bank deposits in excess of any- 
thing they ever previously held, and these 
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funds would seek foreign investment at 
rates of interest that gave compensation 
for risk, under conditions which tempted 
venture capital. Let the government make 
a strong political settlement, let the gov- 
ernment open trade lines, let the govern- 
ment cooperate with the bankers in seeing 
to it that reforms on the other side accom- 
pany the offer of European loans on this 
side, and we should get investor’s money 
for the rehabilitation of Europe. Foreign 
loans made in the ’20’s were discredited by 
the disasters of ’31 and ’32, but foreign 
loans can be made good if we will avoid 
the follies that we engaged in in the ’20’s. 


eS 
FREE ENTERPRISE AFTER THE WAR 


“The vast majority of the American peo- 
ple are willing to rely upon our free enter- 
prise system as the surest means of pre- 
serving essential human values and free- 
doms with which we are blessed. If we 
are to succeed, public policies must be adopt- 
ed and followed which will make possible 
not only the operation of the free enter- 
prise system but its constant expansion. 

“Let it be clearly understood that gov- 
ernment responsibility in the economic field 
will increase rather than decline in the 
post-war period; that government control 
will be exerted as it has not been exerted 
in the past to correct the abuses in our 
highly complex economic system. In short, 
that the private enterprise system is not 
an end, but that back of it are people with 
privileges and rights to be preserved and 
that above all human values must be con- 


strued .. .” 
Senator WALTER F. GEORGE, chairman, Sen- 
ate finance committee, before annual dinner of 
Chamber of Commerce of the U. S. 


And in England? 


“Over a considerable part of the economic 
field there won’t be genuine private enter- 
prise in the old sense—or any prospect of 
it. 

“The real (post-war) issue will be 
whether centrally organized industries 
shall be allowed to run their own affairs 
in their own separate way on the basis of 
restriction, monopoly and safety first, or 
whether the state will find the means by 
public ownership or some form of public 
control to insure that they operate in the 
interests of expanding national wealth and 


a policy of full employment.” 
Home Secretary HERBERT MORRISON, before 
recent English Labor party conference. 
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THE FUTURE OF THE GOLD STANDARD 


EDWIN WALTER KEMMERER 
Walker Professor of International Finance, Princeton University 


Digested from The Commercial and Financial Chronicle, April 1, 1943 


HE case for the gold standard in the 
post war period may be summarized 
as follows: 

First, is the matter of public confidence 
—an all important consideration. 

Second, the gold standard puts up much 
stronger resistances to fiscal and political 
exploitation than any non-metallic stan- 
dard that has yet been devised. It is 
more automatic in its functioning than 
any paper-money standard with which 
the world has yet had experience and, 
when a breakdown is threatened, it is the 
standard that most promptly and clearly 
puts up danger signals. A gold standard 
may break under heavy strain, but paper- 
money standards subtly bend. And how 
they can bend! 

Third, the strong-vested interests which 
the three leading post-war nations will have 
in gold. By the end of the war most of 
the world’s monetary gold will be owned by 
the United States, the British Empire and 
Russia, and within the territories of these 
three powers the great bulk of the world’s 
gold production will be taking place. A 
discontinuance of the international gold 
standard would greatly reduce the value 
of the gold holdings of these three countries 
and would play havoc with their gold min- 
ing industries. 

Fourth, gold will offer for a long time to 
come the only early prospect of an interna- 
tional monetary standard on a large scale. 
If after the present war our wasteful eco- 
nomic nationalism is to be broken down, if 
we are to have an efficient system of inter- 
national trade and finance and if we are 
to realize the dream of the Atlantic Charter, 
the leading countries of the world should 
all have the same monetary standard. For 
this important position the gold standard 
is the only candidate that has any chance. 

The methods for implementing the inter- 
national cooperation directed toward a suc- 
cessfully functioning post-war gold stand- 
ard include: 

(1) Each country should choose a gold 
unit that will represent approximately the 
gold value of the paper unit prevailing at 
the time the stabilization is effected (or 


an integral multiple of that unit), so as to 
hold to a minimum disturbances resulting 
from price, wage and fiscal readjustments. 

(2) The exportation and importation of 
gold should be free from all trade restric- 
tions and tariffs. . 

(3) There should be convertibility on 
demand of all kinds of non-gold money into 
gold coin, gold bars, or gold drafts. 

(4) The principal monetary authority 
in each country should be a central bank 
of issue on whose controlling board the 
government should be well represented. 

(5) There should be a close though 
largely informal and non-statutory coopera- 
tion among the central banks directed to- . 
ward the orderly functioning of the inter- 
national exchanges. 

(6) There should be a bank of interna- 
tional settlements, through which the cen- 
tral banks can cooperate in collecting inter- 
national credit, monetary and other finan- 
cial statistics and effecting international 
settlements, and which when needed can 
take the leadership in measures to enable 
strong countries to help weak ones in the 
maintenance of their monetary standards. 

(7) There should be a high degree of 
freedom in the international movement of 
goods and services. 

The popular idea is a fallacious one, that 
metallic-money standards like the gold or 
silver standard are entirely automatic in 
their operation, and that paper-money 
standards are entirely managed and not 
automatic at all. All monetary standards 
in modern times are more or less managed. 
It is not a question of the presence or ab- 
sence of monetary management but rather 
of the extent and character of that man- 
agement. With the gold standard the small 
amount of management that will be re- 
quired should be imposed upon a monetary 
system that is fundamentally automatic in 
its functioning, and should be conducted ac- 
cording to certain established principles 
that will be accepted by the world’s leading 
central banks under the authority of their 
respective governments. It is these institu- 
tions, as long experience has clearly demon- 
strated, rather than governments them- 
selves, that are best qualified to give the 
needed amount of monetary management. 
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WHAT BUSINESS CAN DO TO CONTROL INFLATION 
AND REMAIN PROFITABLE 


F. ¥. BOTT 
Vice President & Comptroller, Carrier Corp., Syracuse, N. Y. 


IGH taxes have created a laxness 

due to the theory that taxes take 
most of the profits anyway. Nothing can 
cause more eventual trouble than the pil- 
ing up of excess expenditures and ineffi- 
ciencies arising from this insidious 
theory. Any expenditure, made because 
80% of it comes out of the tax burden, 
creates nothing but an illusion of tem- 
porary benefit. Avoiding the payment 
of any of that tax burden now merely 
defers it, with the result that we have 
the added expense now and the tax bur- 
den later. Indeed the tax burden is 
larger since the more money we spend 
now, the higher costs go and the greater 
the tax burden, and carrying charges are 
increased. 

High taxes are apt to act as a restriction 
on money-saving capital expenditures. This 
danger is much more real because of the 
problem of financing such expenditures. A 
corporation in the excess profits tax bracket 
has to pay to the government 90% of the 
savings resulting from the expenditure of 
a portion of its capital on plant improve- 
ments. An expenditure which would ordin- 
arily be self-liquidating in one year may 
require ten. Yet, for the benefit of the 
country as a whole, and for the favorable 
effect on earnings of the individual corpor- 
ation, such expenditures ought to be made 
to the greatest possible extent. However, 
the effect on operations during the Post 
War period must be considered carefully 
to avoid an onerous burden of carrying 
charges during a period of decreased ac- 
tivity. 

We must pay for a war, and we all ought 
to expect to pay our share. Why should 
we have a patriotic appeal to buy war bonds 
and an entirely different concept of the tax 
bill? Is it perhaps because the tax laws 
and their administration make it so difficult 
to determine what is anyone’s share? Let’s 
get to work to simplify tax laws, minimize 
the expense of collection and normalize our 
concept of taxation. 


From address at Wartime Finance Conference, 
American Management Assn. 


“Glass Houses”? 


To be in‘a position to criticize government 
agencies for extravagance, we want to be 
sure our own houses are in order. How 
about bureaucracy in business? We con- 
sider that it is a big part of the financial 
executive’s job to do everything in his 
power to work with representatives in 
Washington to control taxation. Our ef- 
forts in Washington should be directed not 
only at tax legislation, but at the use of 
tax funds as well. There is a group in 
Congress who have been working for years 
to reduce bureaucratic expenses. We have 
found them very receptive to offers of help. 
All of us have a responsibility to see that 
tax money is well spent. All of us know 
instances of waste and extravagance. We 
can help control our tax expense by re- 
porting those instances. 


There never was a time when it was more 
opportune to eliminate wasteful and ex- 
travagant practices and “dead wood.” Yet 
often the tendency is to maintain and just- 
ify the “status quo,” to keep “Good old 
Sam” on in his comfortable niche. The re- 
tention of personnel not necessary to the 
war effort has the following effects: 


1. It increases the tax burden. Since 
the government is everybody’s customer, 
anything which adds to our cost of doing 
business increases the amount the govern- 
ment must pay, thereby increasing the tax 
burden, but at the same time decreasing the 
amount of taxes the government may col- 
lect. 


2. It withholds from the manpower pool 
someone otherwise available for an essen- 
tial job. 

3. It is inflationary. 


For Post-War Good Living 


The need for industrial self control is 
important to the future financially, but is 
primarily important now for military rea- 
sons—for self-preservation. Yet the bulk 
of the American people are not being swept 
on in any great wave of patriotic enthusi- 
asm. This lethargy, this lack of harmony, 
this clinging to selfish interests is what our 
enemies counted on to defeat us. Govern- 
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ment regulation has not made the American 
people more righteous, more unified, more 
patriotic. The natural working of the 
American system can do so. In order to 
obtain a degree of production efficiency 
which will make available good living 
standards for all after the war and main- 
tain them, we must begin now to control 
costs and expenses and in doing so combat 
the drift toward high cost production re- 
sulting from high taxes and inflation. To 
this end we offer the following comments 
on our current experience. 

Shortage of labor and increased wage 
levels have concentrated our attention upon 
the means at our disposal of conserving man 
power, and of increasing efficiency. Ordin- 
ary care in selection of workers, in order 
to maintain a high level of worker effi- 
ciency, cannot be exercised now and must 
be replaced by other measures, such as— 


1. Training programs, including the de- 
termination of aptitudes. 


2. Improved safety measures. 


3. Increased effort to discover labor sav- 
ing methods. 

Good employee relations will result in 
reduced turnover, increased output, better 
quality, less damage to tools and equipment, 
and less labor trouble. 

Important to good employee relations is 
a proper plan for evaluating jobs in order 
to make all rates fair and equitable. De- 
partment heads should be trained to know 
each subordinate and to look out for their 
interests. Outstanding ability should be 
recognized. Every effort should be made to 
avoid overpayment. This is important to 
the control of inflation and to the control 
of costs. It is necessary to keep informed 
about the rates and practices of other firms 
competing in your labor market, and strike 
a nice balance. It has been found advisable 
to search out and eliminate non-essential 
work and wasted effort, to devise short cuts 
and reallocate tasks in order to make use 
of maximum skills. 


Simplification and Standardization 


These are opportune times to survey dis- 
tribution costs, such as the combining of 
delivery routes, the elimination of overlap- 
ping of distribution outlets, and unprofit- 
able customer service which may not be re- 
lated particularly to the business but which 
has become a trade custom. Many of us 
have been compelled, and others have taken 
the lead, to standardize and simplify the 
products handled, eliminating unprofitable 
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lines and territories. Not all the sales vol- 
ume is lost since we are able to show many 
potential customers that their needs could 
be filled just as well by more popular pro- 
ducts. 

Standardization of office routines, im- 
provements in methods and office layouts, 
simplification of forms, the preparation of 
good instruction manuals, and the building 
of a flexible office force all pay bigger divi- 
dends than ever, since they all have as their 
objective the conservation of man power. 

As the draft has made greater and 
greater inroads into our clerical force we 
have reshuffled departments in order to 
group related functions under the more com- 
petent supervisors and make greater use 
of their talents. We have emphasized that 
those capable of supervising the work of 
others must spread their time over more 
people and spend less of it in purely cler- 
ical functions which can be assigned to sub- 
ordinates. 


Importance of Expense Control 


We do not need to see very far into the 
future to perceive signs of a marked reduc- 
tion of profit margin. We are undergoing 
inflation. Wages will rise more rapidly 


MARYLAND 


TRUST COMPANY 
BALTIMORE 


Federal Reserve System 
Since 1917 


1943 





506 


than the price of commodities. Eventually 
increases in commodity prices will be made, 
but due to price control legislation, they 
will not keep pace. We cannot hedge 
against increasing prices, because of re- 
strictions on the accumulation of materials. 
Therefore this is a time to watch expenses 
as never before. Every step in expansion 
of expenses should be covered by a plan 
of retreat when deflation comes. But first, 
we should avoid such expansion since it is 
in itself a part of inflation, and the eventual 
retreat will intensify the deflation. 


Because the average small corporation 
will find itself short of working capital for 
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the post war period of reconstruction, it 
must rely on outside financing. Whether it 
avails itself of public financing or bank 
credit, its earnings record will be subjected 
to close scrutiny, and it must have demon- 
strated its ability to control expenses. 

The new provisions in the Revenue Code 
which allow operating losses to be carried 
backward for two years provide a reserve 
that may reach very substantial propor- 
tions. That reserve can easily be dissi- 
pated by lack of expense control now. If 
we forget how to control expenses during 
the war period, we may easily fail to make 
our contribution to the post-war program 
and to the survival of free enterprise. 


CONCENTRATION OF PRODUCTION 


ARTHUR ROBERT BURNS 


Digested from Harvard Business Review, Spring 1943 


NDUSTRIAL nations mobilizing for 

modern war must concentrate the pro- 
duction of civilian goods. Concentration 
of production merely means bringing to- 
gether all the output in an industry into 
fewer plants having the capacity to meet 
the full requirements for the industry’s 
products. In Germany the process began 
officially in the fall of 1939, in England 
in March, 1941, and in this country on 
July 23, 1942. 

The demands of the armed services and 
our allies for metals and some other ma- 
terials are now so great that civilian sup- 
plies of products requiring these materials 
have been reduced near to the point at 
which any further reduction of them would 
endanger the war program. The main 
problem is no longer to decide where civil- 
ians can best take reductions in the supply 
of these materials for the benefit of the 
war program, but rather how to insure 
necessary civilian supplies. They cannot 
be assured unless manufacturers are al- 
lowed sufficient production to pay their 
expenses. Producers in some industries 
must be closed to enable others to stay in 
business and work at a profitable level. 

No one who realizes the implication of 
the concentration of production can face it 
with pleasure. It cuts painfully into a tra- 
ditional freedom of business opportunity 


which we value. It requires the government 
to make difficult and distasteful choices be- 
tween business enterprises and choices 
which threaten their continued existence. 
But the grim fact is that the peril to bus- 
iness enterprise comes, not from concen- 
tration, but from the brutal philosophies of 
life against which we must fight, and fight 
more effectively than we have yet done. 
These philosophies threaten us with a 
concentration of power, of opportunity for 
free enterprise, of thought and belief, more 
far-reaching and lasting than the proposed 
concentration of production. There is no 
escape from the fact that the freedoms for 
which we fight can be won only if civilians 
stand solidly behind the armed forces. Tre- 
mendous resources must be used for war. 
Civilian goods production must be corre- 


‘spondingly reduced. Without planned con- 


centration, firms in civilian production will 
hang on, use up their resources, and fail. 
Meanwhile there is no assurance of essen- 
tial civilian supplies. In addition, support 
of the armed forces will be niggardly. It 
will not appear where it is most needed. 
Concentration is necessary to assure civil- 
ians that their minimum needs will be met 
and that they are giving the armed forces 
effective support in the form of productive 
resources and men. Only thus can civilians 
speed the end of the present destruction of 
ideals, men, and the means of decent living. 





CAPITAL MANAGEMENT 


Other Articles of Interest 


Sociay Security: The Delano plan for so- 
cial security in the United States and the 
Beveridge plan for Great Britain are anal- 
yzed by T. J. V. Cullen. After allowing 
for differences in size of population and 
in standards of living the cost of the U. S. 
program is estimated at about $15 billion 
annually as compared with $3 billion esti- 
mated by Sir William Beveridge for Eng- 
land. This estimate makes no allowance 
for “the generosity of American legislators 
who, once they decide on benefits, are not 
inclined to quibble about the size or cost.” 

The Spectator, May 1943 


Business Reserves for Post-War Survival: 
A detailed analysis of the various types of 
reserves for the war period by Mark Mas- 
sel. Among his conclusions are the follow- 
ing: 

(1) Special corporate reserve accounts 
have certain limited usefulness. 

(2) The major significance of corpor- 
ate reserves for post-war survivals is their 
effect on the liquidity of assets and liabil- 
ities. 

(3) Special reserves may defeat their 
own purposes through misuse. 

(4) A reconsideration of the scope and 
interpretation of financial accounting may 
be advisable. 

(5) The basic functions of depreciation, 
obsolescence, repairs and maintenance, and 
reconversion costs should be reconsidered. 

(6) Post-war survival of many compan- 
ies is being determined by war-time devel- 
opments in production and taxes. 


Is Inflation Coming: Dr. Rufus S. Tucker, 
economist of General Motors Corp., con- 
cludes: 

First: we have inflation now, in a mild 
form. Second: we have the makings of a 
terrifically harmful inflation. Third: se- 
vere inflation can still be prevented, if the 
right measures are taken. Fourth: it is 
doubtful whether enough of the right meas- 
ures will be taken to prevent as much of 
a general price rise as occurred in this 
country in the last war, if the present war 
with Germany lasts beyond the end of 
1943. 


Predictions of Things To Come, Summer, 1943 


Inflation in One Easy Lesson: This article 
by Harry Scherman presents the most lucid 
and vivid picture of the mechanism of war 
time inflation that we have yet seen. He 
concludes: 
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“The entire problem of inflation can be 
summed up in one easy lesson that any- 
body can understand and explain to others: 
we must keep to a minimum the creation of 
new money during the war, and then stop 
it dead as quickly as possible when the war 
ends. What this means in action is just 
as simple and clear: First, the Government 
must economize in every possible way that 
will not affect the winning of the war. Sec- 
ond, we must all pay much more than we 
do in federal taxes. Third, we must all 
lend the very limit we can to the Govern- 
ment, and not cash those bonds except for 
the most genuine personal emergency.” 

Collier’s, April 17, 1943. 


Inflation, Currency Depreciation and the 
Future of Savings: Under this umbrella title 
a “Washington Economist” advances, in the 
Savings Bank Journal for May, 1948, the 
possibility of our national debt rising to 
one trillion dollars by the spring of 1946— - 
based on continuance of the rate of growth 
of our debt over “the past twelve months.” 
That this should be seriously proferred 
would be incredulous but for the fact that 
the author remarks that the idea “may 
perhaps be less terrifying, when it is real- 
ized that it may be serviced and repayments 
made with dollars depreciated to a frac- 
tion of their pre-war value.” It is unfair 
to judge or present a discussion of ‘lifted’ 
paragraphs; the point here is that there 
should be any serious consideration—much 
less publicity—of such impossibilities. It 
betokens a more general misconception of 
the limitations of economics than is 
healthy, for it applies geometry to trends 
which always carry the seed of their own 
correction. Choosing a naturally low pre- 
war or early-war basis of debt as a com- 
parative basis for all-out expenditure, and 
projecting the trend does not reckon with 
the limitations of manpower, machines, 
material or even time. It would be impos- 
sible to produce, even at considerably high- 
er prices, a trillion dollars worth of ex- 
pense. And to advance the thought of 
depreciation of the dollar to a mere frac- 
tion is to do a disservice to the integrity 
of our people, or to invite ignorant attempts 
at this false panacea. It is one thing to 
conjure up sensational demons, another, 
and far better, to size up the job that ought 
to be done and keep plugging against pop- 
ular misconceptions until the real facts are 
faced and met by courageous action of 
business and government. 





LABOR MOBILIZATION IN CANADA 


Notice was given to employers and em- 
ployees that men employed in designated 
lines of civilian employment, who are in 
classes already designated under National 
Selective Service Mobilization Regulations, 
were to report for interview by May 19, 
1943, at an Employment and Selective Ser- 
vice Office. The employments affected in- 
clude: (1) taverns or liquor, wine and beer 
stores; (2) retail sale of candy, confection- 
ery, tobacco, books, stationery, news; (3) 
barber shops and beauty parlours; (4) re- 
tail and wholesale florists; (5) service sta- 
tions (gasoline-filling stations); (6) retail 
sale of motor vehicles or accessories; (7) 
retail sale of sporting goods or musical in- 
struments; (8) waiter, taxi driver, elevator 
operator, hotel bell boy, domestic servant; 
(9) any occupation in or directly associ- 
ated with entertainment, including but not 
restricted to theatres, film agencies, motion 
picture companies, clubs, bowling alleys, 
pool rooms; (10) any occupation in or di- 
rectly associated with dyeing, cleaning, and 
pressing (not including laundry work); 
baths; guide service; shoe shining. 

It is fllegal for any employer to retain in 
his employ after that date, any men in 
marital and age classes already designated 
under Mobilization Regulations, unless spe- 
cial permits have been obtained from Se- 
lective Service. 


MEXICAN WAR BOARD 


An Economic Emergency Board has been 
created, composed of the Secretaries of 
Finance, Economy, Agriculture, Foreign 
Affairs and of the Co-ordinator of Produc- 
tion. The board will have advisory powers. 
It will suggest to the President the neces- 
sary means “to correct and improve the eco- 
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nomic and social conditions of the nation by 
studying the phenomena arising from the 
present abnormal situation.” 


NORWAY’S ECONOMY DEMORALIZED 
BY NAZI OCCUPATION 


The effect of Nazi occupation of Nor- 
way has been described by the Department 
of Commerce as follows: 

Labor has been drained away from in- 
dustry and agriculture to work on forti- 
fications, strategic communications and re- 
lated projects to such an extent that the 
country’s productive capacity has _ been 
greatly impaired, with the Nazis resorting 
to forced labor to maintain production in 
those lines from which they receive great- 
est benefit. Recent indications are that 
the Germans intend to reduce materially 
the wages paid Norwegians, including work- 
ers on Nazi projects. Lack of labor for 
the fisheries industry has been aggravated 
by shortages of food, clothing, fuel and 
boats. 


Transportation difficulties have become 
increasingly acute because of heavy Ger- 
man military traffic. Passenger travel has 
been drastically reduced and requires a 
special permit, while transportation on in- 
terurban buses is restricted to holders of 
special cards. Automotive vehicles are be- 
ing converted to use generator gas as rap- 
idly as possible, but the demand for wood 
and charcoal cannot be readily met because 
of the unfavorable general fuel situation. 


Norwegian industries producing civilian 
goods for domestic consumption and ex- 
port have been forced to reduce activities 
so drastically that legal domestic trade has 
reached a state nearing stagnation, greatly 
encouraging “black market” operations. 
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CANADIAN MEAT RATIONING 


Meat rationing in Canada became effec- 
tive May 27. Meats which are not rationed 
include: poultry and fish as well as “fancy 
meats,” such as_ hearts, tongue, liver, 
brains, sweetbreads and kidneys, together 
with cooked sausage such as bologna and 
weiners. Cuts of meats containing 50 per 
cent or more of bone also are exempt. The 
ration amounts to roughly two pounds. The 
consumer gets more of cuts with consider- 
able bone and less of cuts having little or 
no bone. 

For rationing purposes meat is divided 
into four groups. Meats in “Group A” 
are valued at one-half pound per coupon; 
“Group B” at % pounds per coupon; 
“Group C,” one pound per coupon and 
“Group D,” one and % pounds per cou- 
pon. Consequently in Group A, which is 
made up of boneless meats, the individual 
may have one pound of meat per week, 
while in Group D, the weekly amount is 
two and one-half pounds. 

The coupons are numbered in pairs and 
one pair becomes good each Thursday. Cou- 
pons becoming good before the 15th of the 
month expire the end of that month. Cou- 
pons effective on or after the 15th expire 
the end of the following month. A con- 
sumer is permitted to leave a page of meat 
ration coupons with his butcher or supplier 
who will detach them as meat is bought 
from him. 


NEW ZEALAND CONTROLS 


The Supply Ministry has limited the use 
of electricity for luxury or non-essential 
purposes. The use of radiators has been 
banned except in homes during the early 
evening hours, May through September, and 
exterior lighting prohibited except for com- 
munity purposes. Store window lighting is 
also restricted. Vegetable raising under 
contract is being undertaken to help hold 
the price index. Basic vegetables will be 
distributed through a single agency at the 
government’s request to form a wartime 
common front. 


OTHER DEVELOPMENTS 


Costa Rica has banned pleasure driving. 

Newfoundland has rationed coffee at the 
rate of 4 ounces and tea at 2 ounces a week 
for persons over 10 years old. An honor 
system has been set up for sugar, limiting 
purchases to one pound weekly. 

Nicaragua has fixed maximum rents af- 
ter they were reported to have doubled. 
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Prices for various grades of wool have 
been fixed in Spain and the market rigidly 
controlled. 
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Scope of Research on Post-War 
Questions 


More than 137 important government and 
private agencies in the United States, out- 
side of state and local groups, are engaged 
in research or public education on a na- 
tional scale on the problems that will face 
the United States when the war ends, 
according to an investigation by the Twen- 
tieth Century Fund. 

More than a third of these agencies were 
devoting major attention to problems in- 
volving international relations. Business 
and financial questions come next in pop- 
ularity. Other major fields of interest are: 
agriculture, consumer and security prob- 
lems, education, engineering, general eco- 
nomic and social problems, housing and 
urban redevelopment, Jewish problems, © 
labor, legal problems, public discussion and 
opinion, public works, and transportation. 
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WHO ARE THE CAPITALISTS OF AMERICA? 


Editorial 


HE most important thing to 

know about any nation’s eco- 
nomic system is the stake of the 
average individual, his opportunity 
to share in its productivity and in 
its consumption. This is a coat of 
many colors. Determination of the 
interest of the majority of American 
families in the ownership of capital, 
however, would be tangible evidence 
of the political popularity of Private 
Capitalism, or the “profit system.” 
Potential only, because perhaps most 
participants in capital ownership are 
not truly aware of their own stake 
in its benefits, and should be made 
so by honest education. 

But we are only befogging the atmo- 
sphere, fooling nobody but ourselves, to 
give credence and publicity to such par- 
tial views as that American industry is 
controlled by any “60 Families.” This 
sort of economic foible should be dis- 
posed of before it further polutes the air 
with its socialistic emanations. As one 
proof of its absurdity we call attention 
to the study of millionaire incomes made 
by the Joint Committee on Internal Rev- 
enue Taxation. This showed, for a 20 
year period from 1917 to 1936 (thus cov- 
ering the last war and a long post-war 
and a depression era), that of the 75 peo- 
ple with incomes over one million dollars 
in 1924, only 17 persons had such in- 
comes during ten or more of the years, 


and only 2 for each year in the period. 
This mortality of millionaires is now be- 


Individuals with net incomes of over | 
$1,000,000 in 1924 (20-year period, 
1917 to 1936, inclusive) 


Individuals appearing in the million- 
dollar class for only 
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ing tremendously hastened by both in- 
come and inheritance taxes. Out of a 
million dollar income today, federal tax- 
es (normal and surtax) take $850,000 
and 75% of the estate of a person having 
such income is taken by federal estate 
tax. 

There are obviously many more who 
at one time or another have personal in- 
comes of over $1 million but their own- 
ership changes hands rapidly and in the 
aggregate is a very small fraction of the 
total wealth or capital of America, and 
that being reduced rapidly, perhaps never 
to return in our times. In 1928 there 
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were 511 millionaire incomes, while in 
1939 only 44 were in this class and these 
accounted for but one-third of 1% of total 
reported income. It would be a real con- 
tribution to have this income study 
brought up-to-date. (More useful even 
than the voluminous report on “The 
Fleas of North America” which Fulton 
Lewis cited as a recent government 
study.) 


HE anti-capitalists more properly 

point to the controlling influence of 
the millionaire group in corporate man- 
agement where, with widely scattered 
stock holdings, they are able to per- 
petuate themselves with only minority 
ownership. This is one of the great chal- 
lenges to our financial leadership; it 
should be entirely possible to give voice, 
representation and skilled direction to 
the majority of these small, unvocal and 
unorganized holdings. Unless we are 
willing to forfeit the responsibility for 
protection of smaller stockholders (and 
bondholders) to the government, via the 
S.E.C. or some other agency, it would 
seem the duty of institutional investors 
to work out some means of effective man- 
agerial representation, since they are the 
holders of the greatest aggregate of capi- 
tal in the form of savings, trust and in- 
surance deposits and investments. Un- 
less something of the sort is done there 
can no longer be a popular market for 
securities, nor a public interest in free 
enterprise. 

Our failure to do so may be largely 
attributable to another delusion, as ex- 
treme on the one side as the “60 Fam- 
ily” fallacy is on the other. That is the 
delusion that anyone who owns a few 
shares of stock, a couple of hundred dol- 
lars in war bonds, a small savings ac- 
-count or life insurance policy, even a 
trust fund or a home, necessarily regards 
himself as a capitalist. Even farmers 
and owners of small businesses do not 
always recognize that their welfare is as 
much tied up with the protection of capi- 
tal as is the large corporation and inde- 
pendent investor. The important point 
is where his chief interest lies. So long 
as the majority of families are dependent 
on salaries or wages, with at best pros- 
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pects of a few dollars of dividend a year, 
a small cash value of bonds or savings 
account or insurance policy, just so long 
will this week’s pay envelope be their 
guiding concern—and almost exclusively 
so unless they can see opportunity to 
build up their capital and have it pro- 
tected so that some day they will be in- 
dependent of those wages. 


Social security plans may have a tre- 
mendous effect in this regard, in leading 
millions of people to look for their live- 
lihood only to current wages or federally- 
guaranteed support. It is expecting too 
much to think they will be very con- 
cerned about fiscal policies which threat- 
en the stability of their guarantee, or 
know how to correct them. It must be 
more and more the aim of the leaders of 
capitalism—if only for their own selfish 
interest—to promote the opportunities of 
employees in sharing profits and setting 
up their own reserves of capital and af- 
fording security through pension trusts. 
If they can see their way to creating a 
reasonable independence through their 
own efforts and by investment of a sub- 
stantial enough amount of savings, sal- 
aried or wage-earners will support the 
objectives of democratic capitalism—if 
not, the next week’s payroll or pay raise 
will be the prime concern. More than 
anything else we need a popular recogni- 
tion that without free enterprise wel- 
fare we have neither freedom nor per- 
sonal security. 


Want Roosevelt Only In War 


The Fortune Survey of Public Opinion, 
published in its June issue, reveals that 
64.8% of the American people now would 
favor re-election of President Roosevelt if 
the war is still on when next election day 
comes. However, 59.2% would oppose a 
fourth term if peace comes before then. 


A majority—56.6%—favor active Amer- 
ican participation in international organ- 
ization, with 72.8% agreeing that we should 
send money and materials to help other 
nations after the war. Eighty percent think 
we should try to work with Russia as an 
equal partner in fighting the war and 
working out the peace. 















CURRENT EVENTS 


“PAY-AS-YOU-GO” CUTS COST 
OF DYING 


ROM the point of view of the taxpay- 

er, the effect of the “pay-as-you-go” 
tax law is that current income taxes are 
increased; there is no actual forgiveness 
on current tax payments. The “forgive- 
ness” results only when a taxpayer loses 
his income or dies. It is with respect to 
the latter that we are here concerned. 


Under the old system of tax collection, 
the taxpayer was always in debt to the 
Government for all or part of one year’s 
income tax. If he lived, he was allowed 
to pay this tax during the next year. 
But if he died, it all became due and pay- 
able immediately by his executor. This 
had the effect of imposing an additional 
tax on his estate. 

Under the new method, after liquida- 
tion of the unabated 25% and the wind- 
fall tax, taxpayers will be able to keep 
up to date on the payment of their in- 
come taxes. When a taxpayer dies, his 
executor will not be confronted with any 
income tax debt of the decedent, except 
where the taxpayer was on the quarter- 
ly “declaration” basis. For example, if 
his death occurred on June 14, after he 
had received approximately three months’ 
income on which he had not as yet paid 
the tax, his executor would still have to 
liquidate that tax bill. 

Therefore, while “pay-as-you-go” taxa- 
tion will in many cases completely elim- 
inate any lingering income tax debt of a 
deceased taxpayer, in some instances 
a final bill for a quarter year’s tax will 
still be payable. 

* % * 
“4-ENTITY” FUNDED INSURANCE 
TRUST 


AXATION—both income and estate 
—allows little opportunity for par- 
ents of substantial means to preserve 
very much of the family capital for chil- 
dren and grandchildren. 
improperly planned estates, 


Especially in 
successive 


TRENDS IN ESTATE PLANNING 


HENRY S. KOSTER 


Financial Analyst 








and Consultant 


estate taxes are imposed on the same es- 
tate capital. 

To conserve family fortunes, one of the 
plans that appears deserving of careful 
consideration is what might be termed 
the ‘“4-Entity” funded insurance trust. 
The “secret” of this plan is that the 
“4-Entities” should each hold separate 
and non-overlapping interests. The per- 
son creating the trust, the person whose 
life is insured, the trustee and the bene- 
ficiaries should be limited to the interests 
afforded by their respective roles. 

Let us assume a situation where a 
father and mother each have sizable es- 
tates which will be subject to important 
shrinkages at death; also that the amount 
of shrinkage will be increased if the 
executors have insufficient cash with 
which to pay taxes and other obligations 
and therefore must resort to forced sales 
of “frozen” assets. In a case of this 
kind, the complete destruction of a fam- 
ily estate, built over the years, is entirely 
possible. 

The “4-Entity” trust can do much to 
preclude these possibilities. Step No. 1 
is to insure the life of the father, let us 
say for $100,000, with the policy placed 
in an irrevocable trust established by the 
mother. She then transfers $100,000 of 
her securities (as a gift) to the trust, 
paying the gift tax which, however, 
would be only $9,225 if she had made no 
previous taxable gifts. The trust agree- 
ment could provide that the income from 
the securities should be used to pay the 
insurance premiums, with any excess in- 
come either being accumulated or used 
for the benefit of the children. 

Upon the father’s death, the trustee 
would collect the proceeds of the insur- 
ance policy on his life, which would make 
the principal value of the trust $200,000, 
assuming the original securities had not 
fluctuated in value. In the event the 
executors of the father’s estate were in 
need of additional cash with which to 
pay his estate obligations, the trustees of 
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the trust would have power to purchase 
such securities or other property as 
might be offered for sale by the execu- 
tors. This would make the cash pro- 
ceeds of the insurance policy available 
to protect the estate assets from forced 
liquidation in outside markets. 


The trust agreement would further 
make the children the beneficiaries from 
the date of the father’s death, even 
though the mother survives, with discre- 
tionary power in the trustees to make 
payments to the children from the prin- 
cipal in the event of family or economic 
emergencies. The children are thus pro- 
tected for life with a fully flexible trust. 
They could also be given a limited power 
of appointment to direct by their wills 
the disposition of the principal of their 
shares among their issue. 


Under present law the tax position of 
such a plan appears to be clear. The 
trust income used to pay the insurance 
premiums during the father’s life would 
be taxable to the trust at the lowest 
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rates of taxation and taken out of the 
mother’s highest rates of taxation. A 
good percentage of the insurance prem- 
iums would thus be paid out of income 
tax economies. 


No estate taxes would be imposed on 
this $200,000 of family capital until the 
death of the grandchildren, and in some 
cases great-grandchildren. Upon the 
father’s death, the insurance proceeds 
would not be taxable as part of his es- 
tate because he neither held any incidents 
of ownership in the policies nor did he 
supply the funds with which to pay 
premiums. Upon the mother’s death, 
neither the insurance proceeds nor the 
securities placed in the trust would be 
taxable as part of her estate, assuming 
they were not transferred in contempla- 
tion of death. (Although she supplied 
the funds with which the premiums were 
paid, the policy was not on her life and 
she was not a beneficiary.) Upon the 
death of the children, their share of the 
principal of the trust would not be taxed 
in their estates as they possessed a 
power of appointment of the type speci- 
fically exempt from tax. 


Such a trust accomplishes these ob- 
jectives: The $200,000 “tax-free” fund 
for the benefit of children and descen- 
dants replaces part of the family estate 
capital which must be lost upon the 
death of the parents; the fund supplies 
protection, against forced liquidation, to 
the assets of the father’s estate; the 
same fund may supply like protection to 
the assets of the mother’s estate at her 
subsequent death; and finally the children 
and their issue are assured of the con- 
servation of at least $200,000 irrespective 
of what happens to the balance of their 
parents’ estates. 


Three States Added to Common 
Fund List 


Washington, Connecticut and Ohio have 
recently enacted legislation permitting the 
establishment of common trust funds. 
Georgia’s new law was previously reported, 
making a total of four states (not includ- 
ing New York’s revision) to pass such leg- 
islation during the current legislative year. 





CURRENT EVENTS 


Letter from oLondon 


ARTHUR V. BARBER 
Dispatched from Beechcroft House, Crowborough; Sussex, England 


British Finance 


HE ordinary revenue for the past 
financial year, ending March 3lst, 
amounted to £2,820 millions, which com- 
pares with the £2,720 millions for 1941- 
42 with lower taxation, and with an esti- 
mate for a higher amount of £2,907 mil- 
lions for the new financial year 1943-44. 
The following is an abbreviated sum- 
mary of the sources from which this 
gigantic revenue is drawn: 


Estimated 
1942-1943 1943-1944 
Revenue Revenue 


£1 million 
Income Tax 1,175 
Surtax 80 
Estate Duties 100 
National Defense Con- 
tribution, and Excess 
Profit Tax 
Customs and Excise 
Duties and Miscellan- 
eous Sources 17 


500 
975 


2,820 2,907 


*Includes Canadian Government contribution 


£224,719. 

The stage has now been reached at 
which Income Tax has been extended to 
all but the very smallest incomes. The 
wage-earner, without dependents, is as- 
sessed when his wages exceed £110 a 
year, the equivalent of about $8 a week. 
Surtax is levied only on incomes exceed- 
ing £2,000 a year (but the normal tax is 
50%, applicable to all net incomes). 

Customs and Excise duties are the tra- 
ditional description of indirect taxation: 
such as duties imposed upon beer, wines, 
spirits, tobacco, sugar and tea, the first 
four of which duties are to bear a greater 
burden. Also the war-time Purchase 
Tax is imposed upon a wide range of 
goods. 

Excess Profits Tax is exacted from all 
businesses which earn more than their 
pre-war profits. The computation of 
this is somewhat complicated, but the 


rate is 100% on all profits over the stan- 
dard. The National Defense Contribu- 
tion is a flat rate levied on business 
profits without reference to any stand- 
ard, but it only applies to a business 
which is not liable to Excess Profits Tax 
assessed to an amount which would be 
covered by N. D. C. 


The re-distribution of national in- 
come already referred to in this Letter 
clearly favors the lower income ranges, 
as illustrated by the fact that Income 
Tax receipts overall exceeded the Chan- 
cellor’s estimate, while Surtax confined 
to larger incomes failed to reach the - 
Budget estimate. The fact, too, that the 
rate of this Tax remains unchanged, and 
that its yield was about the same as in 
the preceding year, makes it clear that 
no additional large personal incomes are 
being made out of the war. The propor- 
tion of expenditure since the beginning 
of the war that has been raised by taxa- 
tion was stated in the Chancellor’s 
speech, of April 12th, as 44%. In 1940 
it was only 36%, by 1942, 46%. 


Savings 


There are grounds for the belief that 
the need to save, and the objection to 
spending, is becoming increasingly ap- 
preciated by the general public. Propo- 
ganda on both sides of the Atlantic has 
had to contend with the fact that in pre- 
war conditions the public were urged to 
spend rather than to save. Much has 
been done with success to educate the 
public to appreciation of the fact that 
the limit to war expenditure is not gov- 
erned by finance, but determined by the 
productive resources of the country, and 
the will to make them available to the 
extent that curtails personal buying 
power to the utmost. 


National Debt Burden 


An improved feature of war finance, 
which has obtained both in America and 
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Britain, is the effect of the maintenance 
of cheap money in suppressing the ex- 
pansion of the National Debt and, hence, 
its annual incidence on revenue and ex- 
penditure. In 1942-43 the cost in Bri- 
tain was only £325 millions, and in 1928 
£355 millions, so that, notwithstanding 
war growth of the debt, it is still less 
than it was 11 years before the war. 
Comparable figures in the U. 8. A. should 
encourage the belief that in both coun- 
tries National Debt may not be a crip- 
pling burden after the war, with con- 
tinuance of low money rates. 


Post-War Social Planning 


UCH thought is being given to a 

problem which was not solved after 
the 1914-18 war, as to how to make the 
best use of ex-service man-power. In 
both the United States and Britain many 
men who had served drifted into the first 
job that offered, only to find themselves 
caught two years later by the 1921 slump. 
War survivors, both men and women, will 
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make or mar the two countries in the 
post-war years, and there is a growing 
feeling that money spent upon develop- 
ing human resources is well spent. 


A practical application of this idea, 
which is in its infancy in this country, 
is a method which best avoids permanent 
impairment of health and the loss of 
time from sickness. It has been stated 
that last year 15 million insured men and 
women lost 40 million working weeks 
from sickness, and that for every day 
lost from strikes, nine months were lost 
from illness. The subject is therefore 
one of first class significance economical- 
ly as well as socially. 


In the U. 8S. S. R. much was done be- 
fore the war in providing Rest Homes 
for the workers for medical rehabilita- 
tion and health education; and a scheme 
is under consideration for the provision 
of arrangements throughout the country 
for the treatment of non-fatal illnesses, 
or sub-health conditions, which ordinary 
hospitals are not equipped to treat. Re- 
search has shown that only 8% of indus- 
trial sickness absentees are hospital 
cases, also that malingering is extremely 
uncommon; on the contrary workers un- 
der existing conditions are only too will- 
ing to return as soon as possible; unfor- 
tunately most of them when they are 
only semi-fit, and likely to break down 
within a short time. 


Similar measures are no doubt applied 
by many large industrial units in the 
United States. In Britain the growing 
number of large scale units should assist 
towards the universal adoption of such 
methods as will improve industrial effi- 
ciency. There are approximately 90 
companies in Britain employing more 
than 5,000 people, of which a number em- 
ploy over 20,000. 











Census of Foreign Assets 


The Treasury has announced a program 
for a census of American assets in foreign 
countries. It is believed that filling in 
TFR-500 will not be as difficult for banks 
as was TFR-300, which required listing 
American assets held by foreign nationals. 
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CURRENT EVENTS 


Record of Trust Funds in 
“Closed” Banks 


At the suggestion of Trusts and Estates, 
Michigan’s Banking Commissioner E. W. 
Nelson has prepared a report on the record 
of trust funds held by local trust compan- 
ies which were relicensed to open or re- 
organized following the banking holiday, 
and those which were placed in receiver- 
ship, both prior and subsequent thereto. 
The figures show the following results: 


Trust Funds % 
Impounded Released 


10 Reopened Instns. $ 6,224,391 100 

3 Reorgan. Instns. _ 15,046,956 100 |. 
B funds ___ 8,394,330 50 
War Veterans 490,023 100 





Pfd. Claims... 42,059 100 
1 Receivership ___ 155,476 100 
4 Court receiver- 
see _ 8,251,669 64 
Pfd. Claims __. 490,587 100 
Tea) $34,095,491 84.3% 


The B funds mentioned above were trust 
balances in connection with which an in- 
terest agreement existed between the trust 
department and the trust company, claims 
for which were declared to be non-preferred 
over other funds in the banking department 
(Union Guardian Trust Co. v. Emery, 292 
Mich. 394). 


The record of banking department funds 
returned to depositors in these institutions 
was 81%. There is one institution still in 
liquidation and the final figures will there- 
fore change to some extent. 
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New Jersey Bankers Meet 


For the first time in forty years, the 
New Jersey Bankers Association held its 
annual meeting other than in Atlantic 
City. Due to war conditions there, the 
conclave was shifted to New York City 
where more than 1,000 persons attended 
the sessions on May 14 and 15. 


Featured on the program was Senator 
Harry F. Byrd whose pointed remarks 
are summarized elsewhere in this issue. 
State Bank Commissioner Eugene E. 
Agger made a strong appeal for the 
preservation of the dual banking system, 
while J. E. Drew, deputy manager of the 
American Bankers Association, recount- 
ed the splendid war work of organized 
banking, particularly in connection with 
bond sales and rationing. 


Clark Eichelberger, of the Commission . 
to Study the Organization of Peace, 
called for a better understanding be- 
tween nations in order to avoid another 
world conflict. Helpful suggestions on 
the personnel problem were offered by 
William Powers, deputy manager of the 
A. B. A. 


The new officers of the association are: 
President, Joseph G. Parr, president, 
Trust Company of New Jersey, Jersey 
City; Vice President, Frank D. Abell, 
president, First National Bank of Mor- 
ristown; Treasurer, Harrison M. Thom- 
as, president, Princeton Bank and Trust 
Co. Armitt H. Coate is the perennial 
secretary. 
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CAUTIONS IN ACCEPTING EMPLOYEE 
TRUSTS 
Matters to Avoid in Drafting Agreements 


HENRY HENRETTA 
Asst. Secretary, First National Bank, Minneapolis, Minn. 


HIS discussion will be confined to 
some of the more important things 
to be avoided in connection with stock 
bonus, pension, and profit sharing trusts. 
Obviously, the first matter to be avoid- 
ed is any conflict with the express pro- 
visions of Section Y65 of the Internal 
Revenue Code. Failure in this re- 
spect will result in disqualification as a 
tax exempt trust. Where the express 
provisions of the Act are followed no 
particular difficulty will be encountered 
with respect to qualification. Frequent- 
ly, however, a trust will embody pro- 
visions which, under the Act, are subject 
to the approval of the Commissioner of 
Internal Revenue. The wide use of such 
provisions will render more uncertain 
the tax status of the trust. With only a 
limited experience under the Revenue Act 
and without complete regulations inter- 
preting it, the only safe course is to sub- 
mit the plan to the Commissioner for his 
approval in advance of putting the trust 
into actual operation and before contribu- 
tions are made to it. 
Violations of the Wage Stabilization 
Act of October -2, 1942, and of the so- 
called “Wage Freezing Orders” of the 


President, must be avoided. The Director 
of Economic Stabilization issued regula- 
tions under the Act and the Orders, the 
effects of which were understood at the 
time to exclude contributions to a trust 
which qualified under the provisions of 
the Revenue Actas a tax exempt trust. 
Originally it was generally thought that 
the regulations were broad enough to in- 
clude all types of trusts contemplated by 
Section 165. More recently, however, 
some of the Tax Services have indicated 
that profit sharing trusts may not fall 
within the protection of such regulations. 
If this is finally determined to be the 
case, all profit sharing trusts will require 
the approval of the Director of Economic 
Stabilization or else constitute violations 
of the Wage Stabilization Act and the 
Wage Freezing Orders. It is hoped that 
ultimately profit sharing trusts will be 
accorded the same treatment as other 
types of trusts which qualify under the 
Revenue Act. 


Control and Financing 


HE use should be discouraged of 
trusts which permit the employer 
directly or indirectly to dominate or con- 
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trol the administration of the trust 
through the appointment of personal 
trustees or through the creation of a 
board vested with administrative powers, 
the majority of whom in either group are 
officers of the employer. There are no 
provisions expressly prohibiting these 
practices but clearly the Revenue Act 
contemplates complete separation be- 
tween the affairs of the employer and the 
trust. 

Employers and trustees alike should 
avoid the creation of trusts which are 
financially unsound. No trust should be 
created by an employer whose earning 
experience in a normal period of opera- 
tion is insufficient to make the contribu- 
tions required by the trust. If an em- 
ployer influenced too strongly by the tax 
saving features creates a trust in a pe- 
riod of high production and large profits, 
there is a great possibility that upon a 
return to normalcy the earnings will 
again prove inadequate to permit the re- 
quired contributions to be made, and the 
trust will fail. Such disappointment to 
all parties concerned can be obviated if 
the requirements of the trust are kept 
within the proven earning capacity of 
the employer. 

Likewise, trustees should discourage 
creation of trusts designed primarily to 
effect tax savings, with benefits confined 
to a few participants constituting the 
group who control the management of 
the employer. The policy of law favor- 


ing these trusts is based upon broad 
social and business reasons and the im- 
relationships, 


provement of personnel 
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which purposes would be largely defeated 
by the use of such a makeshift trust. In 
order to achieve the tax advantages, the 
employer should be required to create a 
real pension plan which conforms to the 
spirit as well as the letter of the Revenue 
Act. 


Don’t Bind Employer or Trustee 


ARE should be taken to negative the 

obligation of the employer to make 
continuing contributions to the trust. 
The employer may in periods of reduced 
earnings desire to be relieved temporar- 
ily from the obligation of making con- 
tributions and it may be in the interests 
of all concerned to allow such relief. If 
this provision is not reserved to the em- 
ployer in the trust, there may be some 
doubt with respect to such obligation and 
the duty of the trustee to enforce it. 


The formulation of a trust in such a 
manner that it cannot be readily amend- 
ed to conform to future changes in the 
Revenue Act and the regulations should 
also be avoided. Experience has shown 
that it is frequently necessary to amend 
the trust to keep it qualified as a tax 
exempt trust. Broad powers of amend- 
ment should be granted to the employer 
and the trustee without the necessity of 
obtaining the consent or approval of the 
employee beneficiaries, in order to facili- 
tate adoption of any amendments. 

No long-term fee arrangement should 
be made by the trustee at the inception 
of the trust. These trusts are passing 
through a period of experimentation and 
are being constantly changed to conform 
with the Revenue Act. Under these cir- 
cumstances it is impossible to determine 
what constitute fair and adequate fees. 
The best procedure, where possible, is to 
operate under the trust for a year before 
determining fees. Certainly no fee ar- 
rangement should be made for more than 
a year in advance. 

For obvious reasons, the agreement 
should permit the trustee to resign, just 
as in other types of trusteeship. 

Finally, the administration of these 
trusts is complex and accountings re- 
quired under them are difficult, hence 
records should be kept showing the exact 
status of the trust at all times. 















































NEW BUSINESS 


PROFIT-SHARING TRUSTS FOR EMPLOYEES 


Trust New Business Column 


N the May issue of Trusts and Estates 

appeared an_ editorial — “Common 
Trusts — The Door to Employee Invest- 
ment ?”—which drew a mixed response. 
In brief, it urged utilization of the Com- 
mon Trust Fund to democratize capital 
ownership, to give employees a share in 
the profits and managerial responsibility, 
not simply of the corporation they work 
for, but of industry generally. Savings 
banks and life insurance companies have 
their parts to play, the editorial conceded, 
“but the insurance function is comple- 
mentary rather than competitive with 
that of trustees in their potential capa- 
city as trustees for the American work- 
man-capitalist.” 


A finger was put on one practical diffi- 
culty in the realization of this socially 
desirable project: “the attitude as to 
what constitutes ‘selling’ of the common 
trust fund mechanism as contrary to the 
Federal Reserve regulations will have to 
be observed—and should be clarified...” 
But this is no flimsy hurdle to leap light- 
ly; it’s a solid, high wall, that should 
stand as to its fundamental purpose. The 
common trust fund is a useful mechan- 
ism, but it should be kept in its place as 
a mechanism, not packaged as a product, 
nor sold inevitably in competition with 
other common-trust funds. 


Without active, sustained selling not 
enough small trusts from the “workman 
capitalist” would be obtained to make 
handling of the business anything but a 
nuisance. For this would be no dealing 
with comparatively inert chunks of 
money up to $25,000 in the search for 
efficient investment of small, tradition- 
ally static funds; it would be a dealing 
with funds separately too small and po- 
tentially too active to be burdened with 
the legal incidents of trusteeship. It 
would be the expectation of the owners 
of these funds to add periodically to their 
initial deposits, but without some persis- 
tent, continuous stimuli this urge in the 
majority of cases would dry up—and 
quickly. There would be withdrawals, 


of course. Yes, it would be a costly 
nuisance—unless the concept could be 
sold in volume and kept continuously sold. 


There is an established medium for 
attainment of the objectives described 
in the editorial. It is not called a com- 
mon trust fund, though—to borrow from 
botany—it might be tagged a sport of 
the species. It is the employees’ trust, 
recipient of important special privileges 
under the tax laws. If the employees’ 
trust embodies the principle of deferred 
compensation, as in a pension trust, tax 
advantages accrue to employee as well 
as employer. The employees’ trust of the 
pension type, which must be kept at an 
actuarial level, should be invested most 
conservatively; the employee’s participa- 
tion, through the mechanism of this type 
of trust, would probably be in govern- 
ment more heavily than in industry; to 
the extent that he participated in in- 
dustry it would be in its debts rather 
than its ownership. But apart from 
tightly actuarial pension trusts, the tax 
laws recognize a category of profit-shar- 
ing trusts in which stock ownership may 
well be a major investment objective— 
not part ownership of the employing com- 
pany, which has obvious disadvantages as 
mentioned in the editorial, but fractional 
ownership of industry-at-large. 


Two links between common trust funds 
and statutory employees’ trusts have 
come to our attention. No tax advantage 
was sought or gained in either of them. 
They are simply pools for employees’ in- 
vestments, to which the common trust 
fund principle has been applied. In one 
case, the trust was set up as a vehicle for 
the conservation of year-end bonuses 
which, it was found, had a way of eva- 
porating, to little permanent good, by 
mid-March at latest. Employees were 
persuaded by management to allocate 
their bonuses (after allowance for in- 
come tax) to the trust, and to set apart, 
likewise, a small percentage of their 
regular pay. The company paid the trus- 
tees’ fees, and as an additional induce- 
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ment, made substantial gifts to the trust- 
as-a-whole. In the other trust, created 
by employees of a highly cyclical indus- 
try, year-end bonuses were paid in and a 
procedure was specified for stabilizing 
the income, by drafts on the principal, 
whenever, in subsequent years, income 
might fall below specified levels. 


Trusts like these come to the trust in- 
stitution with the advantage that they 
are pre-sold. They have been organized 
into a respectable volume by the employ- 
ing corporation; machinery is installed 
for salary deduction to assure systematic 
fund-building. Impetus is derived from 
no occasional, individual burst of enthu- 
siasm for the principle of saving; rather 
there is the force inherent in the dis- 
ciplined movement of a _ considerable 
mass; withdrawals and resignations are 
minimized by group-pride. 

We should like to hear of any similar 
trusts which are applications of the com- 
mon trust fund principle to homogen- 
eous groups, rather than offerings to the 
public at large. 


WITHHOLDING TAX A TRUST 
OPPORTUNITY 


AXES are news; the withholding tax 

will be big news for a long time; 
news is the best possible vehicle to carry 
an advertising message. 


The various tax service publishers are 
issuing booklets descriptive of the pay- 
as-you-go tax; many banks are using 
these. Usually they bear no more than 
the bank’s “signature” and the distribu- 
tion is considered a commercial depart- 
ment matter. Indeed the commercial de- 
partment, with proper follow-up, will 
reap the major benefit in deposits of 
withholdings. But an alert trust officer 
will see to it that the booklet calls to the 
attention of the harassed corporation of- 
ficer, who is the recipient and user of the 
booklet, the fact that the trust depart- 
ment of his bank can relieve his over- 
taxed clerical forces by serving as stock 
transfer agent, as dividend paying agent, 
as mailing department for proxies and 
notices. 


One New York trust institution which 
is doing this reports that currently it is 
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teetering on its heels meeting the demand 
for the booklet. The trust department’s 
message—at incidental cost—is going to 
thousands never before reached in its 
routine distribution of trust literature. 


Pension Trust Advertising Brings 
Results 


E like very much the pension trust 
advertising sponsored by the Trust 
Company of Georgia, as reproduced here- 


PENSIONS for 
EMPLOYEES 
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Br MANAGEMENT has become increasingly interested 
in Pensions for employees, due to rapidly changing 
economic and social conditions. . 


This interest—accelerated by special provisions of the Fed- 
eral Revenue Act of 1942—has demonstrated the need of a 
new type of trust service ... trustee under pension plans .. . 
which we are now offering to corporations, large or small, in 
Georgia and the Southeast. 


Our new booklet describes this new service. Based on our 
experience with life underwriters in planning pension agree- 
ments, it discusses . . . Acceptable Plans . . . Reasons for a 
Pension Trust . . . Benefits to Employers & Employees . . . 
Government Requirements . . . and Duties of the Trustee. 
A limited edition of this booklet is available free to employers 
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with from the Atlanta newspapers of 
May 10th. “Business management has 
become increasingly interested in pen- 
sions for employees,” the advertisement 
notes. 


Yes, business management is very 
keenly interested. The listing of pension 
trust literature, made in connection with 
our Pension Trust Survey in the March 
issue, was reproduced in the “Account- 
ant’s Weekly News Letter,” a publication 
of Prentice-Hall, Inc. One of our cor- 
respondents reports that it has received 
over fifty requests for its pension book- 
let, coming less from accountants than 
from officers of corporations; and from 
all over the country. Top names, many 











NEW BUSINESS 


of them. The same News Letter has 
since cited J. H. Storrie’s article, “Choos- 
ing a Pension Plan,” which appeared in 
the May issue of “Trusts and Estates”; 
and we are now engaged in answering 
requests for copies of this article. Again 
from corporation executives around the 
country. 

Here is a service, trust people, which 
is selling itself. Are you prepared to 
handle it? 


LIFE UNDERWRITER — 
TRUST PRINCIPLES 


MPLIFYING the bases for mutual 

relationships which it set forth al- 
most four years ago (see Sept. 1939 
Trusts and Estates 341), the Philadel- 
phia Life Insurance and Trust Council 
recently adopted the following “Princi- 
ples for Effective Cooperation between 
Life Underwriters and Trust Men.” 

1. The best interests of the individual 
and his beneficiaries must at all times 
be given paramount consideration. 

2. The status, integrity and services 
rendered by the trust institution and 
the life insurance company should be 
respected. 

3. The knowledge, experience and per- 
sonal integrity of the life under- 
writer and the trust man should be 


respected. 
4. The trust man and the life under- 
writer should confer whenever 


changes in any existing trust or life 
insurance arrangements are contem- 
plated. 

5. The life underwriter and the trust 
man should build and maintain the 
confidence of the individual in the 
service which each of them can ren- 
der. 

6. The trust man and the life under- 
writer should bring to the attention 
of the individual the need for ade- 
quate life insurance, and the ser- 
vices of a trust institution where 
such are indicated. 

7. The life underwriter who initiates 

an individual’s plan with a trust in- 

stitution should be brought into all 
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negotiations by the trust man until 
the matter is consummated. 

8. The trust man and the life under- 
writer should recognize that Settle- 
ment Options under the life insur- 
ance policies and the Life Insurance 
Trust managed by a corporate trustee 
are not competitive, and the arrange- 
ment selected should be the one which 
best solves the individual’s problem. 

9. Adequate estate planning requires 
that the life underwriter and the 
trust man consider the individual’s 
entire estate, and not life insurance 
alone. 

10. Technical information or advice with 
respect to life-insurance should be 
given only by the life underwriter, 
and technical information and advice 
with respect to trusts should be given 
only by the trust man; each bearing 
in mind, however, that all legal mat- - 
ters should be handled by the indi- 
vidual’s personal attorney. 





Qualified by 67 years 
of experience to act 
in every recognized 
trust and corporate 


fiduciary capacity. 


lOWA-DES MOINES NATIONAL BANK 
& TRUST COMPANY 


DES MOINES, IOWA 








WAR ROLE OF AUSTRALIAN TRUSTEE 
COMPANIES 


Summary of Volume of Business, Profitability and 
Investments in Wartime 


FRANK BLAMEY, F.F.IA., A.C.LS. (Eng.) 
Manager of Bagot’s Executor & Trustee Co., Ltd., Adelaide, South Australia 


HERE are twenty-one Trustee 
Companies operating in Austra- 
lia, and in addition, several of the 
Australian States have developed 
trust business with Government or 
semi-Government Departments under 
the management of an official desig- 
nated in some of the States—The 
Public Trustee, and in others—The 
Public Curator. All the Trustee Com- 
panies derive their powers to act in a 
fiduciary capacity from Private En- 
abling Acts of Parliament, each being 
required to deposit with their respec- 
tive Governments, security (usually 
Government securities or deposits 
with the State Treasury) for the 
faithful performance of their duties. 
Their scrip is regarded by the invest- 
ing public as a safe and sound secur- 
ity and the companies themselves 
have the confidence of the public gen- 
erally. There has never been a single 
failure since the first Trustee Com- 
pany was incorporated in Australia 
sixty-five years ago. 
From the Trusts and Estates Journal, 
New York, to which my Company has 
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been a continuous subscriber for twenty- 
five years, it appears that the majority 
of Trust Companies in the United States 
of America combine the business of 
banking with that of trust estate admin- 
istration. In Australia, Trustee Com- 
panies, broadly speaking, limit the scope 
of their business to the administration 
of trust estates and settlements, as At- 
torney for absentees and others and as 
trustee for debenture holders; nor do 
the banks here undertake the active. ad- 
ministration of trust estates. Some years 
ago, a very old established Bank here en- 
deavored to get an Enabling Bill through 
Parliament, so that it could actively com- 
bine the administration of trust estates 
with the business of banking but it en- 
countered strong opposition both inside 
and outside of Parliament. 


Large Volume of Business Administered 


OT all the Trustee Companies here 

disclose in their annual Report and 
Balance Sheets the amount of trust funds 
under their control, but it would appear 
that the largest one had trust funds un- 
der its control amounting to £60,345,430 
in 1942 and the Royal Commission’s Re- 
port on Banking, issued in 1937, disclosed 
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that the value of the aggregate trust 
funds then being administered by the 
twenty-one Australian Trustee Compan- 
ies was £219,000,000, made up as fol- 
lows: £62,000,000 Government and Muni- 
cipal securities, £37,000,000 Mortgages 
and loans, £51,000,000 Real Estate and 
£69,000,000 other assets. There would 
undoubtedly be a substantial increase in 
these figures if today’s totals were taken 
—perhaps as much as £300,000,000—as 
the Australian public is realizing more 
and more with the passing of the years 
that a Trustee Company’s service is not 
to be regarded as a luxury but as a neces- 
sity. Although there has been a general 
tendency of late years, in view of the 
greatly increased taxation and death 
duties, for people of means to pass out a 
substantial part of their estates during 
their lifetime, either by way of Settle- 
ments, straight out gifts or creation of 
joint tenancies, some curb on these alien- 
ations has resulted from the introduction 
by the Federal Government in 1941 of the 
Gift Duty Assessment Act, which im- 
poses a duty on gifts of over £500 at the 
rate of 3% up to £10,000, rising to 27.9% 
where the value of the gift reaches £500,- 
000. 


Today trustee companies more than 
ever have to rely on a substantial in- 
crease in new business, especially for the 
following reason: Reserves have been 
built up over many years and these re- 
serves have for the most part been in- 
vested in very safe securities—substan- 
tially Government securities, bringing in 
year in and year out an assured income. 
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On the other hand a perusal of the debit 
side of any of the Trustee Companies’ 
Annual Accounts will disclose that the 
cost of administration has over the years 
increased considerably and over the last 
few years by leaps and bounds, due main- 
ly to increases in staff salaries and taxa- 
tion and lately by the introduction of a 
new war tax—the Pay Roll Tax, which is 
a tax at a flat rate of 242% on all salaries 
and wages, etc., paid by companies and 
others on the excess over £1,040 per an- 
num. 


Investment Return and Profits 


NVESTMENTS have not, for some 

years, been returning anything like 
the rates obtained in former years, which 
affects not only the return from the Trus- 
tee Companies’ own investment (mainly 
paid up capital and reserves) but also the 
income commissions received from es- 
tates. As the Trustee Companies operate 
on a fixed rate of commission (limited by 
their Private Enabling Acts of Parlia- 
ment) they cannot pass on their in- 
creased rate of expenditure, whether in- 
curred in peacetime or wartime. 


A study of most of the Trustee Com- 
panies’ Balance Sheets will disclose an 
extraordinarily modest annual profit, es- 
pecially so considering their responsibili- 
ties. Most of the Trustee Companies in 
Australia, however, own their own prem- 
ises and this would not show as revenue 
in the Balance Sheet (except that part of 
the premises that may be let to tenants) 
but would be an important factor in re- 
ducing the expenditure side. 


Complete facilities for handling your 


Banking and Fiduciary Business 


promptly and effectively. 


Tk: FIFTH THIRD [JNION TRUST <> 


CINCINNATI, OHIO 


Member Federal Reserve System — Member Federal Deposit Insurance Corporation 
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The following are the annual rates of 
dividends which were paid in 1942 by 
twenty of the twenty-one Australian 
Trustee Companies: 


6 paid 10% per annum 
” 9% ” ” 
8% ” 

T%e% ” 

1% 9 
6% bb 
4% 9 
38% 


An examination of the published An- 
nual Accounts (1942) of these twenty 
companies discloses that the aggregate 
amount of the Reserve Funds and other 
Reserves (but excluding in some in- 
stances reserved commissions on estates 
and trusts still under administration and 
not wholly earned) exceeds in nine of the 
companies the amount of the paid up 
capital and exceeds in four of the remain- 
ing companies two-thirds of the amount 
of the paid up capital of the companies. 


I give hereunder figures from the pub- 
lished Balance Sheets and Annual Re- 
ports of six Australian Trustee Compan- 
ies, which, I anticipate, will surprise 
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many American readers when they make 
an approximate calculation of what part 
of the annual profits is contributed by 
the easily collectible annual income de- 
rived from the paid up capital and re- 
serves (say, earning an average rate of 
between 3% and 4%), after deducting 
therefrom expenditure properly charge- 
able against that particular income such 
as taxation, etc., and then make an esti- 
mate as to what part of the net annual 
profit as disclosed in the published annual 
accounts remains as representative of the 
net annual profit derived purely from the 
administration of trust estates, etc. This 
latter proportion would show in most in- 
stances amazingly low figures. 
Latest 

Published 


Annual 
Net Profits 


£22,668 
£6,001 
£11,362 
£3,753 
£10,671 
£3,066 


Paid up 
Capital and 
Reserves 


£475,643 
£99,607 
£283,000 
£81,000 
£215,000 
£121,305 


*Trust Funds 
£60,345,430 
£11,517,648 
£33,019,983 
£2,398,110 
£13,087,994 
(Not Revealed) 


Company 
oA 
—- 
“—y" 
“ty? 
on 
our 


*Figures from published Balance Sheets and An- 
nual Reports issued in the year 1942 of one trus- 
tee company from each of the six Australian 
States, all established fifty years or over. 
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Types of Investments Favored 


RUSTEE Companies in Australia, 

like all other trustees here, as re- 
gards the investment of trust funds, de- 
rive their powers of choice from the Will, 
but many Wills contain no investment 
clause, relying on the list prescribed by 
statute law, which list has in each of the 
six Australian States been framed on the 
principle of “safety first.”” One of the pre- 
scribed statutory trustee investments is 
First Mortgages of Real Estate, the safe- 
ty of which security to a considerable ex- 
tent depends on the calibre of the valuer 
employed. However, as some protection 
to trust estates in this. respect, the Trus- 
tee Acts of the various States contain a 
provision that not more than a certain 
proportion of the valuation ranging from 
60% to 66% % may be lent by the trus- 
tee. 


My own Company’s experience during 
recent years has been that the applica- 
tions for loans on the security of first 
mortgages have been comparatively few 
and it would seem that most of the Trus- 
tee Companies, if not all of them, have a 
preference for investing trust moneys in 
Government securities and First Mort- 
gages. A substantial portion of the 
Trustee Companies capital and reserves 
is invested in (1) The premises in which 
they carry on their business (2) Govern- 
ment or Semi-Government securities (3) 
Loans on First Mortgage and, with some 
‘Companies, at least, advances to trust 
estates they are administering. The fol- 
lowing figures taken from the Annual Re- 
port (1942) of one of the Australian 
Trustee Companies are _ interesting: 
“During the year just closed, we not only 
converted into the new Loan £2,000,000 
worth of 4% Government Loan that fell 
due last November but during the twelve 
months under review we also subscribed 
trust funds and some of our own moneys 
to new loans to the extent of £460,000.” 
This Trustee Company’s Annual Report 
also stated that during the year it paid 
Income Tax, in respect of its own assess- 
ment and those of sundry clients, of over 
£600,000. (This would not include in- 
come tax on trust estate income, as the 
Federal Income Tax Act, which since 
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last July is the only Income Tax Act in 
force in Australia, assesses the beneficia- 
ries and not the Trustees). This Trustee 
Company also paid during the year £650,- 
000 in death duties in respect of deceased 
estates. 


Government Securities 


RANSACTIONS in Stock and Shares 

in public companies are subject to 
the National Security Regulations, under 
which prices have been pegged by fixing 
minimum and maximum buying and sell- 
ing prices, subject to revision from time 
to time. As to Commonwealth Govern- 
ment securities, the minimum price is 
pegged but there is no maximum limit. 
There is a particularly buoyant market 
for those Commonwealth Government 
Stocks, mostly carrying interest at the 
rate of 4% per annum, which were issued 
some years ago under prospectuses, one 
of the conditions of which was that the 
interest from such Government Stock 
was to be subject to no greater rate of 
tax than was existing in 1930. As the 
rate of Income Tax in Australia has in- 
creased very considerably since 1930 this 
form of investment is particularly advan- 
tageous to people with large taxable in- 
comes, and the price of these Stocks is 
well over par. 


Sale and Lease of Real Estate 


NDER the National Security Regu- 

lations, the consent of the Federal 
Treasurer is necessary to all sales of real 
estate. The selling price must not ex- 
ceed by more than 10% the value of the 
property at 10/2/42. A valuation by an 
approved valuer must accompany the ap- 
plication. Little difficulty is experienced 
in obtaining consent to sales of property 
in deceased estates, and a transfer of real 
estate to a beneficiary in terms of the 
Will is not affected by the aforesaid regu- 
lations. 


As regards leases of land, the consent 
of the Federal Treasurer is necessary 
where the term of the lease exceeds three 
years; also to a transfer or assignment 
of a lease where the unexpired portion 
of the term of the lease exceeds three 
years. Loans on mortgage are permitted, 
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provided that the total amount borrowed 
by the mortgagor in any period of twelve 
months does not exceed £500. The con- 
sent of the Federal Treasurer is neces- 
sary in other instances. The trustee of 
a deceased estate may, however, borrow 
up to £5,000 for payment of administra- 
tion expenses and death duties or other 
like duties. 

Transfers of mortgage are prohibited 
if the consideration is less than 95% of 
the mortgage debt, but transfers of mort- 
gage in terms of a Will or in an intestacy, 
are allowed. So far as rents are con- 
cerned, these have generally, under Com- 
monwealth and State Legislation, been 
pegged, but a landlord or a tenant may 
make application to an authoritative body 
to have the amount of rental determined. 

In the realization of house properties 
in trust estates, difficulties are not in- 
frequently encountered, where the prop- 
erties to be sold are let to tenants, due 
to the fact that trustees and other owners 
often find it hard to assure prospective 
purchasers vacant possession, as very 
often people, owing to the great scarcity 


* 
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of houses to let, are forced to purchase 
as the only means of providing accommo- 
dation for themselves and their families. 


The disabilities occasioned by the staff 
shortage through enlistments have been 
tempered by the employment of females 
in jobs that before the war were exclu- 
sively filled by males—and they are doing 
remarkably good work. We also have 
much difficulty in finding labor to work 
the sheep and cattle stations, farms and 
other businesses belonging to deceased 
estates under trustee administration. I 
understand that the majority of trustee 
companies are making up to the members 
of their staffs who have enlisted in the 
fighting services, the difference, or a sub- 
stantial portion of the difference, between 
their office salaries and their pay in the 
fighting services and are granting other 
concessions as well. Furthermore, legis- 
lation has been enacted by the Common- 
wealth and State Governments granting 
very liberal concessions in the way of 
death duties in the estates of those killed 
on active service. 


Trust service 


in Illinois 


© a trust companies and lawyers will find 


this more than half-century-old institution especially 


well equipped through long experience to assume the 


ancillary administration of trusts and estates in Illinois. 


THE NORTHERN TRUST COMPANY 


50 SOUTH LA SALLE STREET—CHICAGO 





TRUST OPERATIONS 


529 


DURATION, SIZE, YIELDS AND FEES 
Analysis of Data in New York Trust Cost Study 


N this third and concluding install- 

ment of our analysis* of the New 
York State Banking Department’s exam- 
ination of trust department fees and 
costs, much is omitted that is in the na- 
ture of supporting evidence to the Super- 
intendent’s thesis that statutory fees 
should be increased. An attempt to meet 
that objective has been made in the new 
fee statute, and while some of this evi- 
dence should be useful in securing needed 
revision and clarification of the law, a 
great deal has become as obsolete, in the 
short while that has since elapsed, as the 
old park cannon. There were sidelines 
of investigation which have general and 
continuing applicability and touch on 
problems not extinguished by the present 
conclusion of the drive of trustmen in 
New York for self-supporting compensa- 
tion. 


AVERAGE DURATION OF TRUSTS 


One of the gaps in basic data encoun- 
tered by the Superintendent of Banks was 
that regarding the duration of trusts. This 
was highly relevant to his inquiry because, 
in New York, principal commissions in 
large part were not collectible until the 
trust terminated, so that, in any not-par- 
ticularly-special year, trust department 
earnings (from personal trusts) might 
suddenly burgeon because of a few fov- 
tuitous and lucrative terminations. 


A special study was made, therefore, of 
11 institutions which had been engaged in 
trust business for a longer time than most. 
Each was requested to furnish data con- 
cerning the first 50 testamentary trusts of 
$25,000 or over accepted after January 1, 
1923, and the last 50 such trusts accepted 
prior to December 31, 1941. Information 
was obtained as to the date of establish- 
ment of each trust, the actual duration 
where the trust had terminated, and, in 
the case of still existing trusts, the pre- 
sent ages of the persons constituting the 
measuring lives. Estimated duration of 
the latter was based on life expectancies, 


*Previovs installments at page 347, April issue; 
page 451, May issue of Trusts and Estates. 


taking into consideration provision for ter- 
mination at fixed ages prior to death. Re- 
finements of computation included differ- 
entiation between male and female lives and 
basing of experience on the lives of an- 
nuitants who, as a class, were deemed most 
comparable to the beneficiaries of trusts. 


The results: average duration of 28.46 
years was indicated in the older group of 
trusts, 28.20 years in the newer—another 
of the almost incredible parallels revealed 
by this report. To continue the string of 
coincidences, the aggregate principal fees 
actually received by all of the 32 banks. 
under study amounted to 1/27th of the ag- 
gregate principal fees collected or esti- 
mated to be ultimately collectible on all 
trusts under administration. So it was felt . 
that, all in all, 1941 was an acceptably 
normal year in terms of trust department 
earnings. 


TREND OF YIELD ON TRUST 
INVESTMENTS 


Each of the 11 older trust institutions 
were also asked to report the average yield 
cn trust fund investments at the time of 
establishment of the first 50 trusts re- 
ceived, beginning January 1, 1923, and of 
the last 50 trusts established prior to De- 
cember 31, 1941. Composite result: an 
average yield of 5.17% at inception of the 
earlier trusts; an average yield of 3.86% 
at inception of the most recent trusts. On 
December 31, 1941, the average yield on 
the trust funds still in operation of the 
older group was 3.7%. 


EXPLODING THE MYTH OF SIZE 


The impression has existed—and to some 
extent has been encouraged—that the big 
city banks disdain small trusts. They may 
disdain them, but they do accept them, 
(either separately or as offshoots of large 
estates) as the record shows. Out of every 
100 accounts ‘administered, (see table 
next page) 34 ‘are valued at $25,000 or 
less; 70 appraise at less than $100,000, 
though they constitute only 6.3% in terms 
of total value; 2% accounts are in the 
over-$1,000,000 class. In the New York 
City banks, the Superintendent elsewhere 
commented, $150,000 might be considered 
a typical or approximately average trust. 
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Upstate, where 88.7 out of 100 trusts were 
under $100,000, he rated $50,000 as a re- 
presentative trust. 

Contemplation of this table led the Su- 
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perintendent of Banks to suggest the de- 
sirability of developing common trust 
funds as an economical method of oper- 
ating small trust accounts. 


TRUST ACCOUNTS — YEAR 1941 
PROPORTIONATE DISTRIBUTION BY NUMBER AND VALUE OF ACCOUNTS 
All Accounts 


Voluntary Trusts Committee & Guardianships 


Testamentary Trusts 


% to % to 

Total Total 
Size of Account Number Value 
15 Institutions in New York City: 


25M & Under ........... 
25M/50M 

50M/100M 
100M/250M 
250M/500M ................ 
500M/1000M 
1000M/5000M 
Over 5000M 


x 
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17 Institutions Outside New York City: 


25M & Under 9.4% 
25M/50M . 
50M/100M 

100M/250M 

250M/500M 

500M/1000M 

1000M/5000M 

Over 5000M 


*Less than .05. 
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Agent. For corporations we serve as Registrar and Transfer 
Agent of stocks, and Trustee of bond and note issues. 
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FEE-CUTTING—A HARDY PERENNIAL 


A large part of the Banking Depart- 
ment’s study was devoted to trusts oper- 
ated at less than statutory rates of com- 
mission. An inaccurate observation was 
made by the Legislative Reporter of the 
New York State Bar Association who 
wrote, on March 17, 1943: “As things are, 
trust companies are accepting trusts un- 
der inter vivos agreements to the extent of 
44% thereof at less than statutory rates.” 
What the Superintendent did report was, 
that in 14 institutions reporting the great- 
est volume of business at less than statu- 
tory rates, duririg the period 1939-1941, the 
percentage of voluntary trusts taken at 
less than statutory rates was 44% in terms 
of value, but only 26.8% in number of 
accounts—so that, obviously, it was the 
larger trusts that accounted for the rate 





TRENDS OF TRUST FEES IN 14 SELECTED INSTITUTIONS 
TRUSTS ACCEPTED 1924 THROUGH 1941 
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period, for fee schedules sponsored by re- 
presentative trust associations have recog- 
nized the principle of reducing rates in 
large voluntary trusts which involve rela- 
tively few blocks of securities or where 
broad powers of control are reserved by the 
donor or delegated by the donor to others 
than the trustee. Nevertheless, the Super- 
intendent is entirely sound in recommend- 
ing that “while variation from statutory 
rates might be justifiable in some cases, the 
unsatisfactory results from the operation 
of trust accounts provide reason for cau- 
tion in the acceptance of trusts at less 
than statutory rates ... Since the rates on 
voluntary trusts are ordinarily fixed as a 
matter of agreement, trust institutions 


should consider an upward revision of the 
general scale of fees on voluntary trust ac- 
counts.” 






(Percentage by Number and Value) 


Testamentary Trust, Guardian & Committee Accounts: 


1924/26 1927/30 1931/34 1935/38 1939/41 
No. Value No. Value No. Value No. Value No. Value 
At statutory rates ................. 91.6 83.0 89.7 66.3 89.6 88.1 92.5 90.7 93.1 92.2 
At less than statutory rates 8.4 17.0 10.3 33.7 10.4 11.9 7.5 9.3 6.9 7.8 
Voluntary Trust Accounts: 
ee OR SONNE cic sees 39.8 23.5 51.3 34.8 68.8 58.0 73.2 56.0 
At less than statutory rates .... = ...... 60.2 76.5 48.7 65.2 31.2 42.0 26.8 44.0 





reduction. The exact story is told in the 
table set forth above, which purposefully ex- 
cludes testamentary trusts accepted before 
the rate increase which became effective on 
September 1, 1923, and voluntary trusts 
whose enjoyment of rate increase was de- 
layed until September 1, 1926: 


As the Superintendent noted, “This table 
shows a steady decline in the proportion of 
trusts taken at less than statutory rates, 
both in the testamentary and voluntary 
trust groups, with practically all of the 
business in the testamentary trust group 
now being accepted at statutory rates. 
Study of the comparative percentages by 
number and value also shows that there 
is a consistent trend toward higher aver- 
age size in voluntary trusts accepted at 
less than statutory rates.” 


Despite the hopeful tone of this com- 
ment, the fact remains that trust institu- 
tions in New York, low as the fees have 
been, still have been accepting testamentary 
trusts at less than the law allows them. 
This hints that there may exist an insensi- 
ble competition in price rather than ser- 
vice. Somewhat less concern may be felt, 
in this respect, as to the 26.8% of voluntary 
trusts accepted during the terminal 3 year 
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DIRECTORS’ EXAMINATIONS 


ROCEDURE for the examination of 

banks by their directors is outlined 
in a manual “How Directors Should Ex- 
amine Their Bank,” recently published 
by the New York State Bankers Assn., 
which was prepared by a subcommittee 
of its Committee on Bank Management 
and Research, headed by Warren Unbe- 
hend, president, Lincoln National Bank 
and Trust Co., Syracuse. The section 
dealing with trust departments is as fol- 
lows: 

The members of the committee should 
first seal the compartments in the vault 
containing the trust securities, and take 
possession of the books and records of the 
department. 

It is also advisable to prepare a proof of 
cash balances. This should be a proof of 
uninvested principal and income, cash due 
corporate trusts, cash held for account of 
sinking funds, and any other cash liability 
accounts to prove with the deposits of the 
trust department in the banking depart- 
ment, or in other banks. 
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Missouri's 
Largest Fiduciary 


This company engages only 
in the trust business. It does 
no banking business. It ac- 
cepts no deposits. 


It administers more trust 
property than any other Mis- 
souri financial institution. 


Itis the oldest trust com- 
pany in Missouri. 

For ancillary service in 
Missouri or Southwestern 
Illinois consult 


ST. LOUIS UNION 
TRUST COMPANY 


ST. LOUIS, MISSOURI 


Affiliated with the First National Bank 


In the case of National Banks, bonds held 
by the trust department as security for 
trust funds on deposit in the banking de- 
partment should be of a market value in 
an amount sufficient to cover those deposits. 

The ledgers should be carefully inspected 
and all important changes such as trusts 
closed out, new trusts received, purchases 
and sales of securities, large distributions 
of income, and commissions taken should 
be checked. 

All securities and other assets held by 
this department should be subjected to a 
thorough examination and analysis. In- 
vestments which have been made for the 
account of the various trusts should be 
studied to determine their desirability and 
present worth and in order to comply with 
the requirements of Regulation “F” of the 
Federal Reserve Act. A periodic appraisal 
of all trust securities is desirable and im- 
portant. 

The examining committee should make 
such observations as are necessary to reach 
a conclusion concerning the supervision and 
general management of this department, 
and incorporate their recommendations in 
their report to the board of directors. 

The committee’s responsibilities with re- 
spect to the examination of this department 
are substantially different from those it 
has in other departments of the bank, since 
the bank as trustee holds title to property 
and exercises in connection with it all the 
incidents and responsibilities of ownership 
without the benefits which go to third par- 
ties. The committee in examining the trust 
department thus has dual obligations. On 
the one hand, it is obligated to safeguard 
the bank from liability resulting from im- 
perfect performance, and on the other, to 
protect the customers of the trust depart- 
ment from management errors. It should 
be remembered that this department may 
frequently be responsible for cash and prop- 
erty in an amount in excess of the capital 
structure of the bank itself. There are 
practical limits to the amount of fidelity 
bond which can be carried, so the uncover- 
ed risk can be met only by a careful and 
thorough examination. 

a Od 

Trust departments of North Carolina 
banks earned $559,681 during 1942. This 
amounted to about 4% of total earnings 
of all banks, including those without trust 
powers. 
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INTERPRETIVE PROBLEMS IN NEW YORK FEE LAW 


ARDLY had the blotter descended 
on Governor Dewey’s signature (on 
April 23rd) to the acts of the New York 
State legislature increasing the fees al- 
lowed to testamentary trustees and to 
trustees of express trusts, before vexing 
questions as to the statutes’ interpreta- 
tion arose to plague trust executives and 
their counsel. Governor Dewey himself 
commented on certain defects by mem- 
orandum attached to the signed bills. 
The more important changes effected 
were these: 
1. Income commissions, previously at 
the rate of— 
5% on the first $2,000 
214% on the next $20,000 
144% on the next $28,000 
2% on all over $50,000 


were increased to— 


6% on the first $2,000 

3% on the next $10,000 

2% on all over $12,000 
and it was made clear that the higher 
graduation in the lower brackets of in- 
come was applicable to each year’s in- 


come. 

2. Principal commissions (hitherto 
computed by splitting the rates first cited 
above, so that half was applied to the 
principal at acceptance and half to the 
principal at termination, but no part be- 
ing collectible except by allowance upon 
an accounting) under the new law will 
be computed at 110% of the annual in- 
come commission and may be deducted 
in full by the trustee annually without 
accounting and without order of the 
court. Minima comparable to the old 
scale of principal commissions are pro- 
vided. 


3. But charitable trusts in perpetuity, 
facing exhaustion by the attrition of 
principal commissions, will pay no prin- 
cipal commission. Compensatively, in- 
come commissions will be a flat 5%. 

4. Perhaps in recognition of the illo- 
gicality of basing principal commissions 
on income, so that a trustee who has per- 
formed miracles of salvage with non-in- 
come producing property might otherwise 
receive no reward whatsoever, discretion 


is given the court to grant extra com- 
pensation, but only after notice to all in- 
terested parties. 


5. Where there are two or more trus- 
tees of trusts of under $100,000, instead 
of the mandatory division of one trustee’s 
commissions in equal shares among the 
several trustees, the court may apportion 
the commissions “according to the ser- 
vices rendered by them respectively.” 


When to Begin Income Commission 


HE law is effective, it is recited, on 

September 1, 1943. In the very face 
of this simple declaration the first ques- 
tion is “When to begin?” 

If this were an increase of a flat in- 
come commission—of 4%, for example, 
to 5%—there would be no problem. From 
all income received before September Ist, 
4% would be deducted; and 5% would be 
taken of all income that came in after 
that date. But how to go about stepping 
up a graduated income commission in the 
middle of a trust’s fiscal year? 


The preponderance of advice by coun- 
sel is to the effect—we are told—that the 
trustee is entitled to go back to the be- 
ginning of any fiscal year that ends after 
September Ist and apply the new rate to 
the whole of the income collected during 
such fiscal year. Authority is cited: 
Matter of King, 121 Misc. 530, in inter- 
pretation of a similar type of increase 
which became effective on September 1, 
1923. Nevertheless, a number of the 
trust companies seem diffident about ap- 
plying this explicit precedent to the new 
law, having the feeling that such a catch- 
as-catch-can retroactivity holds poten- 
tialities of unfairness which may have 
been no part of the “legislative intent.” 
For the trust born on an August 3lst 
would come up to the deadline at the old 
rate, whereas a trust having its anniver- 
sary on September 1st would incur the 
liability of a year’s commissions at in- 
creased rates. 

Apportionment of the old and new 
rates, over the areas of the fiscal year 
they respectively cover, would unques- 
tionably be equitable, but no satisfactory 
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formula for apportionment has as yet 
been found. Not only the rates but the 
brackets shift; mathematicians who have 
confidently attacked the problem have de- 
parted, screaming, in straitjackets. So, 
as September lst approaches, these trust 
companies are still wondering what to 
do. 


And as to Principal 


HE second question is a repetition 

of “When to begin?’”—this time, as 
to principal commissions. There is a 
provision in the new law that a trustee 
who has previously received a commis- 
sion on principal “shall receive commis- 
sions from principal hereunder only after 
the amount of commission from principal 
to which he otherwise would have been 
entitled to hereunder exceeds the amount 
which he has received prior to such date.” 
In a discussion* of the commission 
statutes by Bernard A. Gray, President 
of the Northern New York Trust Com- 
pany of Watertown, and Chairman of the 
Committee on Legislation of the State 
Trust Companies Association, this pro- 
vision was commented on: “The number 
of years which the trust may have been 
in existence before the new law becomes 
effective will not be considered in com- 
puting the total of the annual principal 
commissions to which the trustee ‘other- 
wise would have been entitled’ under the 
law for the purpose of computing the 
offset against the receiving commissions 
taken. The law is not retroactive in that 
respect.” 

There is a school of opinion, on the 
other hand, to the effect that the law, as 
it reads, permits the withdrawal, after 
September 1, 1943, of principal commis- 
sions at the rate of 110% of all income 
commissions received since the inception 
of the trust! If this be true, it can with 
equal truth be averred that no trustee in 
New York expected such a windfall—and 
windfall of mountainous proportions it 
would be in some instances. The remedy, 
it is said, lies with the legislature: either 
clarification or a ceiling. In his memor- 
andum, Governor Dewey suggested that 
there should be a ceiling on the total 
amount of annual principal fees charge- 


*The Trust Bulletin, May 1943. 
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able to a trust fund of long duration— 
though it does not appear that he had 
anything but future duration in mind; 
this and other defects, he indicated, 
should be remedied at the next session 
of the legislature. 


Unfairness in Charitable Trusts 


HANGE No. 3, on a comparative 

basis, is not entirely satisfactory. 
The charitable trust of $100,000, produc- 
ing income of $3,250, would pay the trus- 
tee $162.50 annually in income commis- 
sions. A non-perpetual trust of identi- 
cal size and productivity would pay in- 
come commissions of $157.50—but prin- 
cipal commissions, to boot, of $173.25 
annually. Many charitable trusts are 
small—producing income of less than 
$2,000—offering a 5% commission as 
compared to 6%. Granted that with- 
drawals of principal commissions to in- 
finity would destroy the “perpetual” 
trust, an approach to commission parity 
might have been obtained by the device 
of increasing, by 25%, perhaps, the stan- 
dard income commission rate in accord- 
ance with a formula which would recog- 
nize the relative stability and quietude 
of the average charitable trust. 


Another of Governor Dewey’s recom- 
mendations affected change No. 4: he 
proposed that the authority granted the 
court to allow additional compensation 
should be eliminated. If this should be 
done, then by all means some provision 
should be substituted for assessment 
against unproductive principal of com- 
pensation based on the value of the prin- 
cipal rather than on non-existent income. 


Division of Compensation 


HE fifth change has all the ingred- 

ients of a prime judicial headache. 
By what standards may the Surrogate 
determine the quantity and the quality 
and the relative worth in dollars of the 
work performed by (a) the lawyer co- 
trustee whose legal and fiduciary func- 
tions intertwine and overlap; (b) the 
widow or brother-in-law co-trustee who 
is not quite sure what it is all about and 
with varying degrees of reluctance signs 
where told; (c) the trust company which 
is the workhorse of the triumvirate? We 
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can see this good in the section: that it 
may be construed as a new expression 
of public policy with respect to the 
waiver by a co-fiduciary of his commis- 
sions, so that, in the case of a small trust 
burdened with a staff of co-trustees, the 
services of the institutional trustee may 
be retained at fair pay and without sub- 
terfuge by the willing assignment, by 
the individual co-trustees, of their several 
shares of a single trustee’s commissions. 

As a consequence of the amendments 
New York now has, beyond doubt, fidu- 
ciary compensation statutes of greater 
complexity and more extensive verbiage 
than any other State. What motive 
prompted assessment of responsiblity for 
conservation of principal in terms of a 
ratio applied to income commissions is 
difficult to conjecture. Strict impartial- 
ity between a trustee’s duty toward life 
beneficiaries and his duty toward remain- 
dermen is hardly assured by placing a 
premium on income. There are unex- 
plained discrepancies between minimum 
principal commissions to trustees and 
the unchanged principal commissions of 
executors. The lawyer or trust officer 
trying to explain the statutory charges 
to a client or prospective trust donor has 
a job on his hands. 





Maryland Trust Earnings 


Trust departments of Maryland state 
banks and trust companies earned $2,102,- 
454 in 1942, representing approximately 
15% of total bank earnings (including non- 
trust institutions) of $14,322,611. 

—_————_9 
Back to Editing 


George Hakim, our associate editor on 
leave with the United States Army in North 
Africa, has been promoted to Staff Ser- 
geant and transferred to the editorial staff 
of Stars and Stripes. 


LARGEST TRUST INSTITUTION in GEORGIA 


FOR OVER FIFTY YEARS FIDUCIARY SERVICE HAS 
BEEN A MAJOR FUNCTION OF THIS INSTITUTION 


TRUST COMPANY OF GEORGIA « Atlanta 






Trustee Activities of 
Savings Bank 


The Trust Department showed a sub- 
stantial growth in the number and volume 
of custody accounts. A wider demand from 
savings banks for facilities in the handling 
of their securities for safekeeping, brought 
the total par value to $704,289,000, an in- 
crease of about 58 per cent over a year 
ago. 


The Trust Company continued to act as 
Agent or Trustee for savings banks in pro- 
ceedings under the Federal Bankruptcy 
Act, as amended, involving readjustment 
of defaulted and other non-legal securities. 
At the end of the year 85 savings banks had 
authorized the Trust Company to represent 
them with regard to $30,179,700. par value 
of such securities. Through the Trust Com- 
pany’s representation on various group 
committees it has been possible to recom- 
mend the best treatment obtainable for the 
savings banks holding these non-legal secur- 
ities. 

The Trust Company has continued to act 
as Trustee for savings banks in rehabilita- 
tion projects *** for the account of and 
expense of the savings banks concerned: 


Number 
of Amount 
Completed during 1942 Cases Advanced 
Removal of violations on properties 
underlying bonds and mortgages 
held by Savings Banks .................. 14 $ 46,778.00 
General rehabilitation of properties 
underlying bonds and mortgages 
held by Savings Banks .................. 24 1,051,632.6$ 
Properties sold by Savings Banks 
with P/M mortgages and re- 
| | nee 9 714,150.00 
Real Estate purchases and adjust- 
ments (to protect mortgagee in- 
NS LEME TTT LATA Rene Se 18 99,936.87 
Real Estate purchases, rehabilita- 
tions, etc. (to protect ownership 


UND aicicssckecceesccce mien 7 757,742.20 
NN Biciaaciiesns Pieseaeitaealeaes 72 $2,670,239.76 


From annual report of the Savings Banks Trust 
Co. of N. Y. 






Established 1891 
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WITH your quota of WAR BONDS = 


FEDERAL 
SAVINGS and LOAN 
SHARES 


WHY have so many selected this investment for long term funds? 


First, because it is recognized . . . established . . . held by a 
variety of large and prudent investors. Authorized for in- 


vestment of Trust funds by statutes of most states. 


Second, it is free from fluctuation, being secured by the issuing 
association’s monthly-repaid first mortgages and reserves. It 


is further protected by F.S.L.I.C. insurance. 


Third, its yield is remarkably high in relation to its security 
and liquidity. Semi-annual dividends averaging 3% per 


year currently have an unusually consistent record. 


In addition, the share is most convenient for investment and 


free from many factors incident to other investments, 


Authoritative facts available. 


ELECTED FEDERALS, Inc. 


135 South LaSalle Street + Field Building + Chicago, Illinois 
A non-profit corporation created for your more convenient consider- 
ation of its members’ Federal Savings and Loan Shares as investments. 
Each association issues its own Shares directly to each investor. 





THE ATTORNEY AS INVESTMENT ADVISER 


Cautions in Accepting and Exercising Investment Responsibility 


BARNIE F. WINKELMAN 
Member of the Philadelphia Bar 


Mr. Winkelman is the author of “Ten Years of Wall Street,” a financial 
history of the 1919-29 decade, and is presently completing “A Decade of 


American Finance,” which covers the period 1929-39. 


He is in active 


practice before courts and commissions, etc., and has contributed numer- 


ous articles to legal and financial magazines. 


He is also the author of 


biographies of John D. Rockefeller (1937) and John G. Johnson (1941).— 


Editor’s Note. 


HAT the general functions of a law- 

yer often embrace advices in matters 
financial is distinctly recognized in the 
“Investment Advisers Act of 1940.” 
Its provisions requiring registration 
with the Securities & Exchange Commis- 
sion do not apply to “any lawyer... 
whose performance of such services is 
solely incidental to the practice of his 
profession.” 

While the lawyer is best equipped to 
deal with the many problems involved— 
the corporate organization of industry, 
the rights and privileges of stockholders, 
the possibilities and chances in reorgan- 
izations, receiverships and bankruptcy— 
much more is necessary. Unless an at- 
torney is prepared to devote much of his 
time to the special problems of invest- 
ment, he can hardly venture advice in this 
field. In addition to specific attention to 
many phases of economics and finance, to 
statistical analysis, and to subjects dis- 


tinctly outside the normal field of the 
lawyer—like the machinery of the stock 
exchanges, dealings in unlisted securi- 
ties, and the promotion of new companies 
and the underwriting of issues—he must 
permit nothing related to current busi- 
ness and corporation progress to go un- 
noticed. Finally, he must be well in- 
formed on current happenings in national 
and international affairs, as well as in 
the world of business—itself a task. And 
he must keep in mind that never before 
has change been so swift and so mer- 
curial in business and industry. 


Alternatives 


RANTED, then, that the lawyer is 

equipped to render investment ad- 
vice and that by tradition and official 
regulations he may do so, it is question- 
able whether such advice should be given 
in the average case. The active practi- 
tioner will not, for many reasons, give 
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up the practice of law for the role of in- 
vestment counsellor. As long as he re- 
mains primarily an attorney, the combin- 
ation of legal and financial advice must 
prove a dangerous mixture. The confi- 
dential relation places too heavy a re- 
sponsibility upon the lawyer. In most 
cases he prefers the onus of investment 
counsel to rest with others. The attorney 
can also justify his avoidance of invest- 
ment problems in the consideration that 
introduction of the investment angle may 
becloud the study of technical legal prob- 
lems. 


The alternatives are not entirely satis- 
factory. The attorney is apt to find that 
the investment counsellor has less of a 
background for the selection of proper se- 
curities than the lawyer and in some cases 
less responsibility. To counsel a client 
to turn his funds into a general trust 
managed by others, no matter how able 
and reputable, is to give up primary con- 
trol of his own funds. For similar rea- 
sons I do not favor investment trusts. 
On the other hand, the lawyer is usually 
handling some estates with one or more 


trust companies, and among his clients 
he will have one or more whose funds— 
or part of whose funds—are best placed 


in a trust account. He will scan the se- 
curities lists of leading insurance com- 
panies; he will avail himself of the statis- 
tical work done by leading investment 
services. He will remember that these 
are liable to err—as the 1920’s can attest 
—but must recognize the importance of 
their analysis and their efforts to keep 
the investor apprised of current facts and 
corporate figures. The use of standard 
manuals of investment and a weekly per- 
usal of several leading financial journals 
will serve to keep the lawyer abreast of 
the current trends of industry, not for- 
getting two or more daily newspapers. 


Common Stock Role 


Y these steps one quickly arrives at 

the cross-roads of investment prac- 
tice and is confronted by the same prob- 
lems that beset the custodian of large 
funds. These may be summarized brief- 
ly: (1) Common stocks or bonds and pre- 
ferred stocks? (2) Large or small com- 
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panies? (3) A formula for buying and 
selling points? 

Much has already been written in 
Trusts and Estates about common stocks 
as a proper investment for trust or other 
funds. The general view is favorable; 
the courts are sympathetic and in several 
states there are formally approved lists 
of common stock issues. However, any 
disposition to confine oneself to common 
stocks must be tempered by several con- 
siderations. 


It is my belief that the purchaser of 
common stocks in most cases must short- 
ly be faced by a shrinkage in his invest- 
ments. If he exercises more than aver- 
age judgment his holdings will decline 
for a considerable period before they in- 
crease in value. This observation has 
little to do with the inherent soundness 
of our great corporations and the effi- 
ciency and honesty of their management. 
It merely recognizes a simple fact that 
a minority of possible investors can buy 
stocks when they are low and fewer still 
will buy them at such times. 


When stocks are at bargain levels the 
general public is usually unmindful of 
the securities markets. Investors are 
thoroughly frightened and averse to any 
suggestion that they put their moneys 
into such issues. Judges and courts are 
no wiser than the rest of the community. 
These statements are fundamental and 
do not overlook the increase in the num- 
ber of stockholders in recent bear mar- 
kets, the wider diffusion of investment 
knowledge in the last decade and the ef- 
forts of leading brokers and services to 
sell securities at the lower levels. 

The general public becomes conscious 
of the stock market and the investor be- 
gins to look with favor upon stocks—to 
view them as vehicles of possible profit 
and not as the road to certain loss—only 
after a protracted rise of quotations. The 
fact that a client suggests such purchases 
or is receptive to sych a suggestion, is an 
almost certain indication that the market 
has had a favorable press—and that 
means only a long period of advances. 
With most investors it means also favor- 
able mouth to mouth comment, the tales 
of other people’s profits. Without over- 
emphasizing the size or significance of 





INVESTMENT POLICY 


There’s No Millennium 
‘Just Around the Corner” 


HINGS are better today, with bright victories replacing 

dull defeats and a great rift splitting the clouds of pessi- 
mism. . . . America is beginning to show its power, and a 
wave of confidence in our country and in the future naturally 
has followed. 

No one can fail to take heart at these splendid develop- 
ments. But those with large sums of money to invest cannot 
afford to indulge in a wave of blind optimism any more than 
they could afford to yield to unreasoning fear when things 
were darkest. That’s why, today, more than ever, we believe 
that intensive first-hand study and original research by an 
investment dealer are of primary importance to institutions 
served. 

In practice, this policy means keeping close and interested 
personal contact with the market for all securities, even when 
we are not directly concerned with those securities, for the 
benefit of our clients; by continuous study of investment 
values, both general and specific ; and above all, by keeping an 
eye on the future without neglecting the everlasting present. 

This policy and these methods we respectfully offer to the 
conservative investor. 


R. W. Pressprich & Co. 


68 WILLIAM STREET, NEW YORK 





201 Devonshire Street 744 Broad Street 
BOSTON NEW ARK 


GOVERNMENT, MUNICIPAL, RAILROAD, 
PUBLIC UTILITY AND INDUSTRIAL BONDS 


Members New Y ork Stock Exchange 
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the speculative buyer, he is a factor mar- 
ketwise, particularly in its later stages. 

No one who is guiding others can es- 
cape the pressure of community feeling 
and opinion. In 1938 the Chancery list 
of common stocks for the State of New 
Jersey did not contain the stock of a sin- 
gle railroad. The railroads were not do- 
ing well in that period; ergo rail stocks 
were taboo. It need hardly be noted that 
the purchase of securities on the basis of 
obvious facts—“what is seen and heard,” 
as one analyst expressed it—cannot be 
productive of profit. 

The extreme peril of a literal reading 
of quotations and earnings reports mani- 
fests itself near the peak of an inter- 
mediate or cyclical rise. It is an old 
maxim that the market always looks best 
at the top, and at such times optimism 
and eagerness to buy run rampant. Sober 
men and women lose all perspective and 
all are deceived by the apparent ease with 
which wealth is created by the simple 
expedient of marking up prices. 


Conservatism 


OR these reasons no matter what dis- 

position one makes of his own funds 
or what confidence one has in his judg- 
ment and nimbleness in the purchase and 
sale of securities, he cannot counsel a 
client except in the field of “legal in- 
vestments.” The major portion of a 
client’s funds should be in good bonds 
and preferred stocks. The commitments 
in common stocks should be merely a 
hedge against inflation, a possible chance 
for extra profits. The opportunities for 
high increment in the values of special 
stocks are well known, but for many rea- 
sons my own preference is for the larger 
units, with an occasional small company 
that seems definitely headed for bigger 
things. 

The lawyer, by training and experience 
conservative in his outlook, is concerned 
first of all with the preservation of the 
estate. Apart from the matter of safety 
the highly emotional atmosphere which 
envelopes the buying and selling of com- 
mon stocks—soon or late—does not ac- 
cord with the execution of a professional 
task. Few clients can discuss such mat- 
ters with detachment, and in the face of 
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seemingly easy profits avoid a market 
psychology. Bond and preferred stock 
purchases can be made on the basis of 
facts and figures. Nor does one have to 
deal with the most difficult problem of 
equity holdings—the problem of when to 
sell. At least in bonds this problem is 
minor and affords its own solution in 
many cases. 


However there is a current emphasis 
upon common stocks, and this receives 
added pertinency from present fears of 
inflation. In the supervision of invest- 
ments the attorney must keep in mind the 
needs of his client. He cannot rest con- 
tent with preserving the dollar value of 
an estate, especially at a time when the 
dollar has already lost forty percent of 
its purchasing power, and is probably in 
for a further decline. 


Investing by Formula 


HE use of any formula for buying 

and selling is apt to obscure the fun- 
damentals of investment. There is no 
substitute for arithmetic and analysis. 
Past earnings, present profits, future 
prospects, capital structure, manage- 
ment... Key stocks bought at a price 
yielding a return of 5 to 10 percent will 
usually advance on any improvement in 
their earnings and greater public interest 
and participation in the market. Per- 
haps the last word on this subject was 
stated by William Peter Hamilton, for 
many years editor of the Wall Street 
Journal: 


“In a bull market prices tend to out- 
run values. At the beginning stocks are 
selling well below the line of values as 
a consequence of the forced liquidation in 
a previous bear market. The tendency 
with returning confidence is to advance 
towards the line of values which is also 
rising as a general rule. This is the 
secondary stage. The last stage is that 
in which stocks are selling above the line 
of values and people are buying not on 
present yields but on future possibilities. 
The student should ask himself if stocks 
are not selling well above the lines of 
values, if people are not buying upon 
hope which may be at least deferred long 
enough to make both the heart and the 
pocket-book sick.” (April 5, 1929.) 
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It may be asked why—with such a 
forthright method of gauging proper 
buying and selling points—one still coun- 
sels caution and re-affirms that the major 
part of any portfolio should consist of 
fixed obligations—definite promises to 
pay. Mr. Hamilton gives the answer, a 
month after this editorial appeared: 


“The new crop of investors may be 
right. Technically the Dow-Jones aver- 
ages have not begun to say the long 
bull market is over. Indeed the indus- 
trials are not far from giving a renewed 
bull point, which however would need 
to be confirmed by the railroads. ... 
The credit situation is basically stronger 
than it was a year ago.” 


“Incidental” Service 


T may be summarized that advices of- 
fered by an attorney in financial mat- 
ters should be “solely incidental” to the 
wider services of legal practice. They 
should be negative and supervisory rath- 
er than positive and directive. It need 
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hardly be added that actual handling of 
the client’s funds should be avoided at 
every point. The interest and interposi- 
tion of the lawyer in these matters are 
justified by the many pitfalls in the path 
of the investor and by the fact that disin- 
terested advice is not easy to obtain. 


It should therefore be clear that the 
great majority of attorneys, absorbed in 
technical legal problems, are not equipped 
for the role of “investment counsellor,” 
particularly as that term is employed by 
highly publicized individuals and ser- 
vices to imply methods of riding the 
financial tides to fortune. However, the 
lawyer familiar with the fundamentals 
of investment should know that such pre- 
tensions are highly fictional and of no 
interest to one concerned primarily with 
income and the preservation of a client’s 
estate. He should understand that to 
strive for unusual profits is likely to be 
a thankless task, whereas in the event of 
loss his work will be scrutinized by an 
embittered client and a highly critical 


Quick, Quiet, Efficient Liquidation 
of a Block of Securities? 


The advertiser has been serving the country’s outstanding investment 
organizations for more than 15 years. He knows the type of distribution in which 
each excels. He knows the character of securities each is equipped to handle. 
He knows that no one single investment banking house is outstanding in the 
distribution of bonds and stocks; that mortgage bonds are one thing, series 
debentures another; that there are rail houses, utility houses and industrial 
houses; that geographical factors must be considered; that, among industrials, 
there are specialists in almost every category. 


By reason of this intimate knowledge of investment banking houses, the 
advertiser is in a position—perhaps unique—to ensure that he can bring together 
a potential seller of securities and the investment banking house equipped to 
do a top-notch distribution job—a thoroughly competent job at the best price 
consistent with sound placement. 


Can he serve you? Compensation is paid by the investment banking firm 
with whom the business is concluded. There is no cost or obligation to you. 
Unimpeachable references will be supplied. That you may be fully protected and 
informed before making any disclosure, preliminary negotiations may be handled 
by your counsel. 
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court. Stories of easy profits should find 
their antidote in these words of Brig. 
Gen. Leonard P. Ayres of the Cleveland 
Trust Company, written September 20, 
1928: 


“As one studies the diagram it is dif- 
ficult to believe that anyone could have 
speculated with any persistence in this 
market without making gratifying pro- 
fits. Nevertheless it is doubtless true 
that most of the people who have specu- 
lated in this market during the past five 
years have lost money doing it, and it is 
highly probable that the number of such 
losers will be materially augmented be- 
fore the close of the year.” 


On the other hand, within the gener- 
ally known or readily ascertainable lim- 
its of conservative investment, the at- 
torney can exercise a restraining influ- 
ence, steering a client clear of financial 
adventure in matters where he, as coun- 
sel for the estate or fund involved, has a 
definite interest. Nor should he hesitate 
to act thus where the client, charged 


Comprehensive Fiduciary 
Service in Chicago 


This company—the first to qualify under the General Trust 
Company Act of the State of Illinois—has been continuously active 
in trust administration since 1887. Fifty-four years of experience 
in all types of fiduciary activity in this area qualify us to give you 


and your customers full cooperation on both corporate and 


personal trust matters in Illinois. 
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with the duties of investment, is on un- 
familiar ground. 

Within these limits he requires no ex- 
pert knowledge of finance; but merely 
an understanding of the practices of 
representative custodians of large funds. 

Even a minor investment in equities 
merits special care. For where these are 
challenged, losses in some items will not 
be balanced against gains in others, and 
the courts have not yet recognized the 
concept of an integrated and balanced 
portfolio. It should be noted also that 
the legal test of “expert” in investment 
properly emphasizes experience as well 
as knowledge; it demands also devotion 
to a single task. Bankers, brokers and 
trust officials charged with specific duties 
in this field will qualify. “Investment 
counsellors” are not experts by virtue of 
their title, but only if their knowledge 
and experience are commensurate with 
their claims. The attorney is definitely 
not an expert and, in guiding a client 
where such questions may arise, he 
should keep this in mind. 
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INVESTMENT POLICY 


INDUSTRIAL PRODUCT STUDIES 


Report of June meeting of Frusts and Estates Investment Panel 


HILE most of the “new” money re- 

ceived by institutional investors is 
going into government bonds, a basic con- 
cern, especially of the trustee companies, 
will continue to be with the analysis of 
industrial securities. But in addition to 
the customary termites which are con- 
tinually eating away at the foundations 
of industries and companies, the acceler- 
ation of technological change resulting 
from war research and new applications 
and markets makes Product Study more 


important than ever. If savings—the life. 


blood of our financial institutions—are 
to be induced in the necessary volume a 
good job must be done in protecting their 
relative value and stability. Statistics 
of past operations and of trends, always 
of limited reliability, often misleading 
as indices to the future welfare and pro- 
fitability on which all judgments must be 
based, leave much to be desired as a basis 
for sale, purchase or retention. 

On the other hand, news reports, even 
from scientific sources, may be of more 
value sensationally than commercially. 
This has led many investors to seek some 
comparative means of measuring the re- 
search standing of corporations, and in 
some cases of trades, believing that in- 
vestment in product research is the best 
kind of industrial “health insurance.” 
Recognition is also increasing of the im- 
portance of market requirements and 
shifts, with some companies placing 
sales-trained executives instead of scien- 
tists in charge of their laboratory devel- 
opment. 

In all this effort to sustain or advance 
the welfare of the individual company or 
industry, there is a necessary. assumption 
that the private enterprise system will 
not go to pot. Savers and investors like- 
wise must assume—if they are to do 
business as such—that the nation’s mone- 
tary system can be salvaged from the 
destruction threatened by paternalistic 
policies of government, and the burden of 
war debt, and some semblance of value 
and stability retained. It is recalled that 


even through the all-out German inflation 
after the last war, wealth-producing plant 
and machinery proved to have restorative 
qualities, and this country will emerge 
from the victorious end of war with a 
greater capacity and efficiency of capital 
equipment. But this will be spotty, with 
many declining or suspended businesses 
incapable of recovery, others readily 
adaptable or already adapted to new 
needs and new products. 


HE question then becomes one: of 
selectivity to a greater degree than 
ever, not only because of the dangers of 
highly specialized facilities, but also be- 
cause taxation and other costs may be ex- 
pected to leave a narrower margin for 
profits and reserves. Financial ability 
to weather periods of change or difficulty 
will be an often determinative factor as 
will the manpower-to-machine ratio. But 
the new materials and processes and 
markets or applications which have been 
opened by exigencies of war are prob- 
ably the prime object of consideration. 
These facts may be developed by two 
methods: appraisal of each of the newer 
or rejuvenated materials (such as syn- 
thetic rubber, plastics, plywood, light al- 
loys) to see how they compete, structur- 
ally, esthetically and in price with other 
raw materials and with established con- 
cerns. The same technique of inquiry 
must be applied to new processes (such 
as electronics, chemurgy, diesel and other 
fuel combustion or power developments 
as well as chemical and metallurgical ad- 
vances) and carried into the analysis of 
markets, with an eye to proper timing. 
This approach may be criticized as 
emphasizing the negative effects on es- 
tablished firms and practices, but would 
actually produce constructive as well as 
destructive information: who is going to 
be put in business as well as out of it. 
The other method, which may be more 
workable and objective, is to appraise 
the developments of note in.each major 
field of human needs or demands, as for 
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food, clothing, shelter, transportation, 
fuel, utilities, and the facilities for sup- 
plying the producers of these goods or 
services. This industry or trade ap- 
proach would obviously include discus- 
sion of each basic material which has 
significance, either as a replacement or 
a competitor, and would focus attention 
on those political and economic develop- 
ments, as well as technological, which 
were deemed to have commercially im- 
portant impacts. To give specific direc- 
tion to future discussions which would 
be in line at the same time with the first 
objective of post-war reconstruction, it 
has also seemed advisable to pursue these 
industry studies with this question in 
mind: “What conditions make for and 
against the fullest employment (in the 
particular industry) in the post-war pe- 
riod?” 


Results of such panel discussions will 
be reported in forthcoming issues of 
this magazine. 
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Synthetic Rubber Plant 


Disclosing that 5 million passenger car 
tires made of synthetic rubber, in addition 
to 7 million made before we entered the 
war, could be released by the end of the 
year, rubber director W. M. Jeffers stated 
that the first unit of the great Port Neches, 
Texas, plant would be producing enough 
butadiene by Oct. 1st to provide 100,000 
long tons of synthetic rubber annually. The 
Port of Neches plant, financed by the gov- 
ernment as the largest in the world for this 
material, is operating under joint owner- 
ship of Magnolia Petroleum Co., Pure Oil 
Co., Gulf Oil Corp., The Texas Co. and 
Atlantic Refining Co., whose refineries sup- 
ply the raw materials used. 


a ee 


To Start Common Fund 


The most unusual common trust fund en- 
abling act has just become law in Connec- 
ticut. It limits the size of the common 
fund to $200,000, and opens investment in 
it only to accounts where the instrument 
or decree creating the trust permits it. 
However, it appears that a bank may es- 
tablish as many funds as it desires. Par- 
ticipations are limited to $20,000. 

The First National Bank and Trust Co. 
of Bridgeport advises that it will set up 
a fund—“The Prudent Investors Fund”’— 
on July 11th. Since Connecticut institu- 
tions operate under a statutory Massachu- 
setts rule, the bank will not be limited as 
to the nature of investments purchased for 
the common trust fund. 


Opposes Bonds for 
Post-War Sales 


Proposals of installment selling for post- 
war delivery were condemned recently by 
the National Association of Manufacturers. 
Four reasons were given: 

(1) It would not result in more sales 
after the war; (2), the tendency would be 
to stifle the development and sale of new 
products; (3), it would require double sell- 
ing and double expense, and (4), it is in 
direct competition with the sale of war 
bonds. 

“When the public invests in war bonds it 
can devote the proceeds after the resump- 
tion of normal production to the purchase 
of any goods or services, which is not the 
case with future-delivery installment cer- 
tificates under the Nugent and other plans.” 





INVESTMENT POLICY 


INVESTMENTS IN WAR AND PEACE 


C, A. SIENKIEWICZ 
Vice President, Federal Reserve Bank of Philadelphia 


T was in the hope that errors of hu- 

man judgment might be minimized 
that innumerable legal restraints were 
placed upon the freedom of action of 
trust managers. Desirable as the pur- 
pose of these restrictions is, the funda- 
mental conditions underlying the entire 
investment field have so changed as to 
require a thorough reappraisal of prac- 
tices and standards with respect to the 
type and quality of securities eligible for 
trust funds. That this appraisal is under 
way is shown by a growing tendency on 
the part of both legal authorities and 
trustors to delegate increasing discretion 
to the trustees. But neither legal re- 


strictions nor unhampered discretion 
provide adequate solutions. 


To be effective, any investment policy 
and program must be adapted to the 
basic changes that are taking place in 
our dynamic economy. That the present 
titanic world struggle means a growing 
unbalance in our economy is clearly 
shown by the use of our productive facili- 
ties and manpower and by the rapid ex- 
pansion in bank deposits. Ever since the 
Industrial Revolution, the output per 
manhour of work has increased steadily, 
rising from 1899 to 1941 at an aver- 
age rate of 2.9 per cent per year, com- 
pounded. 


If we consider what industry has 
learned about upgrading and training 
programs during the war, we can rea- 
sonably assume that a similar or possibly 
greater rate of increase will occur in the 
post-war period. If the past rate of 
growth continues and if the estimates of 
available manpower are accurate, then 
the accomplishment of the post-war goal 
will mean that by 1946 the gross national 
product, which was $97 billion in 1940, 
will be $142 billion at 1940 prices or $165 
billion in terms of 1942 prices. Such 
expectations are startling, but failure to 


From address before Trust Section, Pennsylvania 
Bankers Assn., May 20, 1943. 


realize them would be well-nigh disas- 
trous. 


Factors of War and Peace 


Past financial records of companies or 
industries were obviously inadequate to 
forecast the behavior of securities in the 
war period. Similarly, the financial rec- 
ords which are now being accumulated 
during the war period cannot be applied 
directly to predict the performance of 
companies during the period of reconver- 
sion from war to peace. 


One feasible method of adjusting to 
the varying risks and opportunities of 
individual companies, of course, is to 
spread investments over a wide field. 
This is a difficult thing to do unless the 
amount of funds to be invested is of con- 
siderable size. The answer to such a 
problem is found in the common trust 
fund device that should be fully utilized, 
even if it may mean increasing the 
amount which may under the regulation 
be invested in a common fund pool. 


Just as we were about to adjust our 
mental state to lower interest rate levels, 
the outbreak of war revived hopes for 
higher yields on our investments. This 
change in our mental attitude calls for 
a word of caution. There is grave dan- 
ger that in the post-war period we may 
experience another movement like that 
which occurred after the last world war 
—to convince citizens that the thing for 
them to do is to exchange their low-yield- 
ing Government securities for the type 
of investment that would make them rich 
overnight. As a selling point, salesmen 
argued that the holders of Government 
securities had patriotically financed the 
war and now that the war was over they 
should seek adequate rewards for their 
contribution. In consequence, it has been 
estimated that Government securities 
were exchanged during that period for 
dubious or worthless stocks at a rate 
that reached $1 billion a month. It will 





546 


be our responsibility to prevent any such 
performance after this war. We must 
reconcile ourselves to lower rates of re- 
turn than those that existed twenty years 
ago, just as the people in Great Britain 
have become reconciled to a return of 
about 3 per cent on their investments. It 
is the return over the life of the trust 
that counts. 


Supply and Demand of Capital 


Our supply of funds continues to be 
enormous. The volume of purchasing 
power created through war borrowing 
from banks is increasing and the addi- 
tional money supply from this source is 
bound to stay with us for a long time. 
Furthermore, about $75 billion, or 55 per 
cent, of our national debt is concentrated 
in our financial institutions. This debt 
was created upon the recent and present 
structure of interest rates. That struc- 
ture cannot be disturbed rashly without 
upsetting the position of these institu- 
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tions. Our monetary authorities in ef- 
fect are pledged to see to it that no major 
disturbance is permitted to occur during 
the war and even after the war, at least 
until general conditions show some bal- 
ance. 

The demand for capital in the period 
of reconstruction will be influenced in 
large part by capital expenditures needed 
to supply the deferred demand for con- 
sumer goods, especially durable goods. 
There also will be a large need for capital 
to reconvert war-time plants and activi- 
ties to peace-time operations and to de- 
velop entirely new industries. In addi- 
tion, there will be an international de- 
mand for capital—whether met private- 
ly or through the Government, first, to 
feed and clothe the impoverished peoples 
of our allies, and, second, to reconstruct 
areas devastated by the war. 

On the supply side, the war has already 
demonstrated that individuals can save 
very large amounts of money. The habit 
of thrift developed during the war might 
well be sufficient to supply all domestic 
and foreign demands for capital. If the 
gross national product approaches the 
volume of $165 billion a year, savings 
very likely will be much larger than in 
the past, as our records indicate that 
average levels of income have an impor- 
tant bearing upon the volume of savings. 


It would seem unwise to entertain high 
hopes that rates of return will even ap- 
proach those of the 1920’s in the fore- 
seeable future. As a general prin- 
ciple, it would seem desirable to main- 
tain accounts in a sufficiently flexible 
position so that some increase in the pro- 
portion invested in stocks and medium- 
grade bonds of good standing may prud- 
ently be made when they are available 
at prices below their intrinsic value, and 
reductions in periods when they com- 
mand prices in excess of that value. 


’ Oregon Trust Earnings 
Trust departments of Oregon state banks 


and trust companies (apparently only 
four, excluding national banks) earned 
$71,086 in 1942, according to the recent re- 
port of the State Banking Department. 
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Where There’s A Will... 


ESIGNER of the first Marmon auto- 

mobile forty years ago, Howard C. 
Marmon named the Union Trust Com- 
pany of Indianapolis executor and trus- 
tee of his will. An _ internationally 
known engineer and motor expert, Mr. 
Marmon, who was formerly vice presi- 
dent of Marmon Motor Co., acquired con- 
siderable wealth, but his will was simple, 
giving his estate one half to his widow, 
and one-half to his daughter, Princess 
Tchkotoua, in trust... 

Dean Herbert E. Hawkes of Columbia 
College left a homespun will full of hu- 
man interest. He gave a specific one of 
his many diplomas to each of his three 
children, because it held some special 
significance for that child; his mother’s 
wedding dress he bequeathed to his 
daughter; a bank account which he start- 
ed with $2.00 at the age of ten was left 
to a son; the “blue dishes” which were 
listed among heirlooms enclosed with his 
will for division among the children as 
they chose, he wished to be kept together; 
the residue of his estate, including one- 
half of the royalties on his books, Dean 
Hawkes gave to his wife “who has 
brought me more of happiness than any- 
one can ever know.” She was named 
executrix ... 


* * * 


BEQUEST of $8,100 for the restora- 

tion of Canterbury Cathedral or 
other buildings destroyed by Nazi bomb- 
ings is provided in the will of Dr. Ed- 
ward W. Bing, Chester, Pa., druggist 
and a native of Canterbury. The Dela- 
ware County Trust Company of Chester 
is executor of the will... Heirs of Ed- 
ward W. Lane, late president of the At- 
lantic National Bank of Jacksonville, 
Fla., have waived their right to contest 
a charitable bequest of $100,000. Under 
local law, the bequest was invalid since 
the will was executed less than six 
months prior to Mr. Lane’s death. On 
petition of Mrs. Lane and two sons, the 
court has directed the payment to the 
charitable trust . . . The residue of the 
estate of Emma K. Ames of Melrose, 


Mass., valued at $2,000,000, is left to 
charities, mainly local. Boston Safe De- 
posit and Trust Company is co-executor 
of the will. 


Henry G. Atha, retired chairman of 
the Howard Savings Institution of New- 
ark, N. J., named the National Newark & 
Essex Banking Co. as executor and trus- 
tee of his will. A mining engineer by 
profession, Mr. Atha was active in the 
steel industry until he entered banking 
in 1914... Probate Judge Joseph A. 
Murphy in Detroit recently denied a 
monthly allowance of $100 to $250 for 
the care and support of Lady Pooh—can- 
ine beneficiary of the estate of Mrs. Nina 
Beglinger, valued at $75,000 to $100,- 
000... A will written on the back of 
a sketch of a University of Michigan 
women’s dormitory was admitted to pro- 
bate last month in Paterson, N. J. The 
testator, Floyd Y. Parsons—an architect 
—wrote that “in expectation of some day 
becoming an angel,” he bequeathed his 
estate to his three sons... Judge Ben 
B. Lindsey, widely known advocate of 
companionate marriage and founder of 
the modern juvenile court system, named 
his widow as executrix of his will in 
which he recited that most of his prop- 
erty was in joint tenancy. The petition 
for probate stated that the sole asset of 
the estate was $5,000 par value of Series 
E War Savings Bond. Elaborate trust 
provisions for a daughter were rendered 
ineffective by the survival of his wife to 
whom the entire estate is thus left. 


“Five and Ten” Wills 


A will disposing of property worth more 
than $200 will be drawn for $2.00 ($1.00 
if under $200) under the schedule of fees 
established by the Neighborhood Law Of- 
fice Plan. The latter is an organization 
set up in 1939 by a group of lawyers in 
Philadelphia to serve persons of modest in- 
come who desire legal advice. The organ- 
ization and its functions were described by 
Joseph Weresch in an article in the Jan. 
9, 1943, issue of The Christian Science Mon- 
itor. 
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PERSONNEL CHANGES IN TRUST INSTITUTIONS 


CALIFORNIA 


Los Angeles—Horace Dunbar, vice pres- 
ident of the CITIZENS NATIONAL 
TRUST & SAVINGS BANK for the past 
13 years, and in charge of the new business 
and public relations departments, has re- 
signed. 


MICHIGAN 


Grand Rapids—Announcement has been 
made of the transfer of Waldo I. Stoddard, 
director and senior vice president of the 
MICHIGAN NATIONAL BANK to Grand 
Rapids. It was also stated that the trust 
department will enlarge its work to include 
all trust service for the six Michigan Na- 
tional offices throughout the State. 


MINNESOTA 


St. Paul—Joseph F. Ringland, former 
president of the EMPIRE NATIONAL 
BANK & TRUST COMPANY, has been ap- 
pointed vice 
president of 
the Guaranty 
Trust Com- 
pany of New 
York. He will 
be identified 
with the 
bank’s district 
that embraces 
relationships 
in the _ wid- 
west. Mr. 
Ringland has 
been associated 
with the Unit- 
ed States Na- 
tional Bank of 
Omaha as assistant cashier; vice president 
of the Great Falls National Bank, Great 
Falls, Montana, and as president of the 
Stock Yards National Bank of South St. 
Paul. He retains his position as director of 
the last named bank, Empire National and 
the Northwestern Mortgage Company. 


JOSEPH F. RINGLAND 


NEW JERSEY 


Camden—John H. Annis, vice president 
of CAMDEN TRUST CO., has been ele- 
vated to executive vice president. Clifford 
A. Baldwin, of Merchantville, an attorney, 
elected vice president, to devote all his time 
to specializing in administration of trust 
estates. He is president of the Camden 
County Bar Association and served with 


distinction as Judge of the Court of Com- 
mon Pleas and Orphans’ Court. He is a 
veteran of the last World War. 


NEW YORK 


New York—James M. Trenary, vice pres- 
ident of the UNITED STATES TRUST 
COMPANY, has been appointed vice pres- 
ident and secretary. 


OHIO 


Cleveland—Eugene S. Lindemann has 
been elected vice president of THE NA- 
TIONAL CITY BANK, in charge of its 
trust depart- 
ment. Since 
1938, Mr. Lin- 
demann has 
been General 
Counsel for 
Union Proper- 
ties, Inc., and 
prior to that 
was a Special 
Counsel for 
the  Liquida- 
tor of the 
Union Trust 
Company. He 
has been ac- 
tively engaged 
in the practice 
of law in Cleveland since graduation from 
Western Reserve University Law School in 
1922. 


EUGENE S. LINDEMANN 


PENNSYLVANIA 

Harrisburg—Norman A. Sheesley has 
been promoted to trust officer of DAU- 
PHIN DEPOSIT TRUST CO.; Frank J. 
McHugh and William S. Brown named as- 
sistant trust officers, and Joseph C. Hoff- 
man appointed real estate officer, a new 
position. 

Pittsburgh—Willard B. Lamberton of 
the COLONIAL TRUST COMPANY has 
been appointed assistant vice president in 
charge of the business development dept. 


VERMONT 


Burlington—Reginald T. Cole, State Com- 
missioner of Banking and Insurance since 
1941, has resigned to become comptroller 
of the HOWARD NATIONAL BANK & 
TRUST CO. 

WASHINGTON 


Seattle—A. Park Cassel has been pro- 
moted to trust officer of the SEATTLE- 
FIRST NATIONAL BANK. Reno P. Ran- 





CURRENT EVENTS 


son, former trust officer of the Third Na- 
tional Bank & Trust Co., Dayton, Ohio, has 
also been named trust officer. 





TRUST INSTITUTION BRIEFS 


Wilmington, Del.—George R. Dougherty, 
H. Holmes Smith and Robert B. Walls, Jr., 
assistant trust officers of the EQUITABLE 
TRUST COMPANY, are on leave in the 
service of the United States. 

Chicago, [ll—J. L. Chapman, assistant 
trust officer of the CITY NATIONAL 
BANK & TRUST CO., has been named 
president of Chicago Financial Advertisers 
for the year 1943-44, succeeding Paul P. 
Pullen, New Business Officer of the Chica- 
go Title & Trust Co. 

Winston-Salem, N. C.—Helen Jackson of 
the trust dept. of the WACHOVIA BANK 
& TRUST CO. has been appointed Chair- 
man of the National Women’s Committee of 
the American Institute of Banking. 


Columbus, Ohio—D. W. Putnam, vice 
president and trust officer, CITY NATION- 
AL BANK & TRUST CO., was elected 
State vice president for the A.B.A. Trust 
Division. 

Burlington, Vt.—W. M. Lockwood, vice 
president and trust officer of the Howard 
National Bank & Trust Co., is regional 
chairman of the field development commit- 
tee of the Committee for Economic Devel- 
opment, which is studying the problem of 
post-war employment. 





IN MEMORIAM 


L. R. ROCHETTO: assistant secretary in 
the trust dept. of the First National Bank 
of Chicago. 

GEORGE M. PYLE: assistant vice pres- 
ident and a director of the St. Louis Union 
Trust Co. 

SAMUEL H. SQUIRE: president of the 
Tiffin (Ohio) National Bank, and former 
State Superintendent of Banks. 

JOHN CHURCHILL AINSWORTH: 
Chairman of the Board of Directors of the 
United States National Bank, Portland, 
Ore. 
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Record Trust Earnings 
Reported 


It is gratifying to report for the Trust 
Department that total assets and gross fees 
and commissions received were both greater 
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than in any other year. A satisfactory net 
income resulted, and all indications point to 
a further improvement in earnings for the 
current year. 


A substantial part of the increase in trust 
accounts occurred by reason of the large 
volume of assets received in estates for 
which we are acting as executor or admin- 
istrator. Two-thirds of these assets will 
continue under our care, through trusts. 


Our commingled trust funds all registered 
an increase in unit value during the year. 
Fund A, our discretionary fund, is now in its 
thirteenth year of operation. Fund C, which 
is the first common trust fund in this coun- 
try to be operated under Federal Reserve 
regulations, continued to be of benefit to 
so-called “legal trusts.” During the year 
the Delaware Legislature adopted a Prudent 
Man Investment Statute. The provisions 
of this statute, and our three commingled 
funds, in our opinion permit us to be of bet- 
ter service to the beneficiaries of our trust. 
accounts, and should result in greater safety 
through better diversification, and frequent- 
ly a better income yield than would be pos- 
sible without them. This is particularly 
true with respect to the small and medium- 
sized trust accounts. 


We are pleased to find that more and 
more of our customers are adopting the 
principle of paying for our trust service on 
a “pay as you go” basis, thus spreading the 
cost, by nominal payments, over the life of 
the trust on a year-by-year basis, rather 
than deferring the larger part of the cost 
to the time of withdrawal or final distribu- 
tion of the assets. 


Adequate publicity has been given to the 
various ways in which the banks of the na- 
tion are aiding in the war effort, by loans 
to war industry, by sale of Government 
bonds, by coupon ration banking, and in 
many other ways. May we not point out, 
however, that the Trust Department is also 
a source of material benefit and protection 
to the home front, particularly during con- 
ditions of global war. When millions of our 
citizens are serving in foreign lands, when 
their whereabouts and status is frequently 
unknown for long periods of time, and when 
decisions of importance must be made with- 
out delay, the services of a trust institution 
offer numerous advantages over the appoint- 
ment of an attorney-in-fact or agent. 


JOHN B. JESSUP 
President, Equitable Trust Co., Wilming- 
ton, Del., in annual report to stockhold- 
ers, May 17, 1943. 
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Time to Release Powers of 
Appointment Extended 


HE period of time in connection with 
the tax-free release of powers of ap- 
pointment has been extended again, this 
time from July 1, 1943, to March 1 ,1944, 
under the “Current Tax Payment Act of 
1943,” awaiting the President’s signa- 


ture. This has probably been occasioned 
by the fact that only a few states have 
passed legislation with regard to releases 
of powers of appointment. Last Decem- 
ber, the writer, in querying Randolph 
Paul, was told “this is purely a local 
matter for each state.” Apparently 
many of our state legislatures have been 
remiss. The extension provides another 
opportunity for those States where “re- 
lease” laws have not as yet been enacted. 


The Pay-As-You-Go Tax 


rFwHE “Current Tax Payment Act of 

1943” will revolutionize American 
taxpaying habits. After 30 years of pay- 
ing taxes a year after income is earned, 
individuals will, beginning July Ist, pay 
taxes during the same time that their 
income is earned. 
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Three groups will be affected: employ- 
ers, workers, and taxpayers whose income 
is derived from sources other than wages 
and salaries. Thus, starting July Ist, 
the withholding tax will cover all work- 
ers except persons in armed forces, agri- 
cultural labor, domestic servants, casual 
labor and ministers. 


First, a worker must file with his em- 
ployer a certificate showing his family 
status, that is, married, single or head 
of family and the number of dependents. 
In the usual case, there will be deducted 
20% of the worker’s pay exceeding $12 
a week if single, or $24 per week if mar- 
ried, with an additional exemption of $6 
for each dependent. In practically all 
cases, such deductions will result in the 
discharge of tax liabilities of single per- 
sons earning up to $2700 per year, and 
of married people making up to $3500 
per year. 

Those making in excess of the above 
amounts and those whose income is de- 
rived from fees—like professional men, 
merchants, etc., an additional collection 
method is provided, although the with- 
holding still applies to all wage and sal- 
ary income. This group must file by Sep- 
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tember 15th (March 15th thereafter) a 
return estimating the 1943 tax. The ad- 
ditional tax, if any, is to be paid on 
September 15th and December 15th. 

By next March 15th, every taxpayer 
must file a complete final tax return. If 
an additional tax is due for 1943, it must 
be paid with the filing of the return; if 
the tax has been overpaid, he may credit 
such overpayment toward his next year’s 
taxes. 

Employers must furnish employees 
with receipts showing taxes deducted 
from pay. Employers may determine the 
deductions by separate computations for 
each worker, or they may use tables in- 
cluded in the bill showing the various 
wage brackets and exemptions. 

While effective July 1, 1943, the tax 
applies to payroll periods beginning on 
or after that date. This means the 5% 
Victory Tax will have to be deducted on 
all payroll periods beginning before July 
1, 1943. 

Persons whose tax for 1942 or 1943, 
whichever is smaller, amounted to $50 or 
less will have the whole thing cancelled. 
Those whose bill was between $50 and 


$66.67 will have $50 of it abated. Those 
with a liability exceeding $66.67 will 
have 75% of the total discharged. Those 
who have $16.67 or 25% of one year’s tax- 
es left to pay may spread the amount over 


two years, the first half falling due 
March 15, 1944, and the second half on 
March 15, 1945. 


Persons who made installment pay- 
ments on their 1942 tax on March 15th 
and June 15th this year won’t get the 
money back. The installments are to be 
considered as payments toward the 1943 
tax liability. They may or may not be 
enough to cover half the 1943 liability, 
but any difference will be adjusted next 
March 15th. 

The conference compromise places a 
limit on the amount of taxes abated, the 
maximum depending on each individual’s 
income for a “normal” year. A “normal” 
year’s income is considered to be the 
largest of those for 1937, 1938, 1939 or 
1940, plus $20,000. If, when 1942 rates 
are applied to this “normal” income, the 
result is a hypothetical tax less than that 
which otherwise would be abated, (75%) 
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of the lower year, the taxpayer must pay 
the difference. This windfall tax may be 
spread over four years or longer. 

This bill also includes special provis- 
ions relating to members of Armed 
Forces of the U. S. and general provis- 
ions relating to refunds. 


Court Decisions 


DVANCE rent taxable in year re- 

ceived. Taxpayer erected and rented 
building but received an advance of 
$17,500 in year lease was made, as a part 
payment on tenth (final) year’s rent. 
Court decided against the taxpayer and 
held that an amount received from a 
lessee represented rent paid in advance 
and constituted taxable income when re- 
ceived. (Rule is same for both cash or 
accrual basis. Remedy is to give note, 
pay interest, regard prepayment as a se-. 
curity, etc.) Astor Holding Company v. 
Commissioner, C. C. A. - 5, No. 10537, 
April 27, 1943. 


Payments received from estate held 
taxable. Widow of testator waived all 
her rights to any specific legacy or devise 
in order not to liquidate testator’s busi- 
ness at a sacrifice. However, she did not 
agree to suspend payment of the bequest 
or to compromise her claim to bequest 
and receive something else in exchange. 
Court held that amounts paid to taxpayer 
by the testamentary trustees were income 
payments from the trust and are includ- 
ible in gross income. Allen v. Welch, 
U. S. D. C. Mass. Civil - 1431, May 5, 
1943. 


Estate tax—funds of nonresident alien 
taxable. The decedent, a nonresident 
alien, was not engaged in business in the 
United States, but had made deposits 
with an importing and exporting firm in 
the U. S. The Court held that the firm 
was not carrying on a banking business 
within the meaning of the law and that 
the funds are properly includible in the 
gross estate for estate tax purposes. 
Rosenblum v. Anglim, C. C. A. - 9, No. 
10,208, May 10, 1943. 


Gift tax—valuation of annuity con- 
tracts. In 1938 taxpayer made gifts of 
eight annuity contracts issued in 1934 
and 1935. The Court held, that since 
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comparable contracts were not procur- 
able, it was proper to approximate the 
value of the annuities on the basis of the 
interpolated reserve at the date of the 
gift. Commissioner v. Edwards, C. C. A. 
- 7, No. 8183, May 13, 1943. 


Retroactive Refunds. McGlue Estate, 
119 F. (2d) 167, was reopened before 
Tax Court and given a refund of $38,000, 
in accordance with Section 134, of the 
Revenue Act of 1942, whereby the estate 
(or beneficiary) receiving certain in- 
come after death could report it. Im- 
portant to note that retroactive refunds 
are in order in cases of this kind. 
McGlue Estate, Memo T. C. April 26, 
1943. 


Estate tax—transfers not in contem- 
plation of death. Decedent made two 
substantial gifts to his widowed daugh- 
ter, twenty-two and five months prior to 
his death, respectively. Decedent was 
desirous of providing means for the sup- 
port of his daughter and her family, 
rather than motivated by the apprehen- 
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sion of death. It was shown that prior 
to these gifts the decedent had given her 
incidental amounts. Under the facts, the 
gifts were held not made in contempla- 
tion of death and hence not a part of the 
taxable estate. Estate of Bryan, Dec’d, 
Memo T. C. April 30, 1943. 


Rulings 


No Victory tax withholding on pen- 
sion payments. The Commissioner has 
ruled that payments received from 
exempt pension trusts are not subject to 
the withholding provisions of the Vic- 
tory Tax. However, where no contribu- 
tions have been made by the employee, 
such payment will be subject to the vic- 
tory tax on March 15, 1944, when income 
and victory tax returns must be filed. 


Maintenance Trusts. As a result of 
the decision in Helvering v. Stuart, 317 
U. S. 154, the Bureau of Internal Revenue 
has issued G. C. M. 23722 which modifies 
G. C. M. 18972 so that now if the income 
of a trust may be used for the support of 
the grantor’s minor children, such in- 
come will be taxable to the grantor ir- 
respective of whether the income is 
actually so used. To avoid reopening 
many cases in which tax was paid in 
accordance with the former ruling, the 
Bureau promulgated at the same time 
I. T. 3609, which declares that the new 
rule will be applied only to cases in which 
the return of the grantor is for a taxable 
year ending after Dec. 31, 1942. How- 
ever, retroactive application will be 
made unless: 

(a) The grantor has included in his 
income the amount of income ac- 
tually so distributed; 

The remainder of the trust in- 
come for the taxable year is re- 
turned for taxation as required 
by pertinent provisions of the 
Code or Act; 

The trustee and each beneficiary 
agree in writing not to file or pro- 
secute any claim for refund or 
credit based on the new rule; and 
The grantor agrees in writing to 
indemnify the Commissioner with 
respect to any such refunds or 
credits. 


(b) 
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HE amendments to The Dominion 

Income War Tax Act, which put Can- 
ada on a pay-as-you-earn income tax 
basis, became law on May 20th. The 
way for this was prepared in 1941 with 
the enactment of a national defense tax 
to be collected at the source. It was 
further advanced in connection with the 
1942 tax when, commencing in September 
of that year, approximately 90% of the 
tax on earned income was deducted at 
the source, and where more than 25% of 
the total income of the taxpayer is re- 
ceived from sources other than salary or 
wages (e.g. investment income or in- 
come of partners, sole proprietors and 
professional men) the tax on this income 
was payable by quarterly instalments 
during the twelve months commencing 
September 1st. This left the taxpayer 
about eight months in arrears. The final 
transformation to a pay-as-you-earn 
basis, which has now been adopted, is a 
modification of the Rum] Plan, but it will 
put the individual taxpayer on a current 
basis, without arrears, by January l, 
1944, 


One-half of the 1942 tax nay is 
forgiven on all personal in- 
comes, except on _ invest- 
ment income which exceeds 
$3,000 per annum. Against 
the remaining half, how- 
ever, may be deducted the 
90% of four months’ taxes 
on earned income and 
eight months of an ungrad- 
uated national defense tax, 
now discontinued, both of 
which have already been 
collected at the source dur- 
ing 1942. When more than 
25% of the total income of 
the taxpayer is received 


PAY-AS-YOU-EARN INCOME TAX 
Canada Adopts Modified Ruml Plan 


A. ROY COURTICE 
Trust Officer, The Toronto General Trusts Corporation, Toronto, Canada 
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from sources other than salary or wages, 
the remaining half year’s liability about 
equals the two quarterly instalments of 
the tax covering this income, which were 
paid by January 15, 1943. 


The net result of this is that in the 
lower income brackets the 1942 tax is 
either fully paid, or left with only a small 
balance outstanding, but the higher 
brackets will in 1943 have to pay up to 
two months’ arrears for 1942, in addition . 
to an approximate full year’s tax for 
1943. Final returns for 1942 will be 
made on June 30, 1943, and arrears will 
be payable one-third by June 30th and 
the balance by December 31st. 


Discrimination Against Investment 
Income 


T is evident that the plan is astute 

when it is realized that 90% of the 
earned incomes in Canada are less than 
$2500 per annum. The tax on the lower 
income brackets is for the most part paid 
and in the forgiving process the higher 
brackets will contribute a Treasury in- 
crease of about $100,000,000 for 1943, 
without any increase in rates. 
; On investment income 
exceeding $3,000 per an- 
num, there is to be no for- 
‘giveness but payment of 
one-half of the 1942 tax on 
this excess is to be post- 
poned until the death of the 
taxpayer, to be collected 
from his estate—further 
evidence that the posses- 
sion of capital is regarded 
with some suspicion. There 
has been criticism of this 
discrimination against so- 
called. “unearned income” 
whereby, for example, the 
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tax on a high salary is cut in half, but a 
widow, dependent upon the income from 
an estate, receives forgiveness for only 
one-half of the first $3,000. This is hard- 
ly in accord with the principle of taxing 
on the basis of ability to pay. This 
future liability may, however, up to 
April 30, 1944, be discharged at the op- 
tion of the taxpayer by paying the dis- 
count value at 2% based on his life ex- 
pectancy. This would seem to introduce 
a new principle in taxation, where the 
amount of the tax is increased with the 
age of the taxpayer. 


There is some basis for the different 
treatment of investment income over 
$3,000 per annum, in that it represents 
a substantial capital reserve and it is 
not as subject to rapid decline as is 
earned income. The compelling reason 
for the change to a pay-as-you-earn basis 
was to overcome the tax hardship of 
those whose earned incomes suddenly 
cease or are drastically reduced because 
they die, retire, lose their jobs or join 
the fighting forces. 


Apparently there is to be no forgive- 
ness of any part of the tax in respect of 
income of estates and trusts in the hands 
of a trustee which accumulates for the 
benefit of unascertained persons, or of 
persons with contingent interests, or 
where the income is being capitalized. 


Effect on Forced Savings 


NCLUDED in this tax forgiveness for 
1942 is one-half of the portion of the 
tax representing forced savings, which 


o 
Security Trust Company 
FURST COMMERCIAL BANLT99\ me ON | CLA WEARE mm /FiRST TeUST COMMENT = 1809 


1 
Wilmington, Dplaware 


as | 


FIRST 
Trust Company in our 
State 


Refer your Delaware Problems To Us 











TRUSTS and ESTATES—June 1943 





are refundable with 2% interest within 
two years after the war, but if the tax- 
payer dies in the meantime it will become 


payable at once to his estate. The forced 
savings portion of the income tax is 
roughly 8% of the taxable income of a 
single person, or $800, and 10% of the 
taxable income of a married person, or 
$1,000 in each case, whichever amount 
is the lesser. Any person over sixty- 
five years of age with a total annual in- 
come of less than $5,000 is exempt from 
forced savings. Against, and up to the 
total of, these refundable amounts a tax- 
payer may deduct payments made during 
the year on account of pension funds, life 
insurance policies and insurance and gov- 
ernment annuities on the lives of the 
taxpayer, his spouse and dependants, and 
principal mortgage payments on one resi- 
dential property belonging to the tax- 
payer or his spouse. 


How Plan Will Operate 


ENERALLY speaking, all arrears of 

income tax will be settled in 1943 
and the tax on 1943 income (and for sub- 
sequent years) will be paid as follows: 


(a) On earned income, commencing 
January 1, 1943, 95% of the tax will be 
deducted at the source. 


(b) Where more than 25% of the total 
income of the taxpayer is received from 
sources other than salary or wages the 
estimated tax will be paid by quarterly 
instalments commencing March 31, 1943. 
These payments may be made monthly if 
preferred. In both (a) and (b), a final 
return and adjustment of tax will be 
made on or before April 30th of the fol- 
lowing year. 


(c) Farmers will pay two-thirds of 
their tax for 1943 income before Decem- 
ber 31, 1943, and the remaining one- 
third by the following March 31st. This 
latitude is extended to farmers because 
of the difficulty in estimating their in- 
come in advance. They have also been 
given the concession of being able to 
carry forward for two years any farm 
losses incurred by them in 1942 or any 
subsequent year. 


(Continued on page 566) 
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STATE LEGISLATION AFFECTING FIDUCIARIES 


Arizona 


Ch. 39: Eliminates limit on fiduciary in- 
vestment in obligations ‘issued pursuant to 
Federal Home Loan Bank and Housing 
Acts. 


Ch. 45: Permits fiduciaries to invest in 
local housing bonds. 


Arkansas 


Act 148: Imposes duty on decedent’s 
creditors to cause appointment of executor 
or administrator within three years after 
decedent’s death; they must present claims 
within one year of appointment of fiduciary 
and within four years of death or be for- 
ever barred. 


Act 69:  Confines surviving husband’s 
right of curtesy in deceased wife’s property 
to that which she had not disposed of prior 
to her death or by will. Gives married 
woman freedom to dispose of her own 
property without joinder by husband. 


Act 71: Provides for appointment by 
court of trustees for the estates of prison- 
ers of war and of missing persons. 


Act 181: Disqualifies felons and insane 
persons from acting as guardian, curator, 
executor or administrator. 


California 


The Massachusetts Rule of trust invest- 
ment has been adopted, the Governor sign- 
ing the bill on May 28th. 


Colorado 


S.B. 288: Permits conservators and 
guardians to hold interest in a business or 
enterprise, as court may order; permits 
them, executors and administrators to re- 
tain tangible personalty as court may di- 
rect. 


S.B. 289: Authorizes probate court to 
dispense with surety for trustee’s bond if 
principal of such bond is a company hav- 
ing capital equal to that required of a 
surety company. 


S.B. 291: Revises method of imposing 
surtax on estates and trusts, and makes 
other changes relating to income tax. 


H.B. 37: Exempts cemetery trusts up 
to $25,000 from rule against perpetuities. 


H.B. 85: Enacts Uniform Simultaneous 


Death Act. 


H.B. 191: Adopts Uniform Reciprocal 
Transfer Tax Act as to taxation of non- 
resident decedents’ intangibles. 


Connecticut 


S.B. 120: Authorizes establishment of 
common trust funds. Limit on amount of 
any one trust invested in common fund is 
$20,000 at time of investment. Size of 
fund itself is limited to $200,000. Partici- 
pation is restricted to trusts which are per- 
mitted by the instrument or decree so to 
invest. 


S.B. 886: Provides for the release of 
powers of appointment. 


Ch. 91: 
by minors. 


Ch. 108: Upon application by fiduciary, 
probate court may authorize private sale 
of real estate, unless—in a solvent estate— 
it is specifically devised or expressly for- 
bidden to be sold, in which event consent of 
parties is necessary. 


Ch. 56: Provides that probate court may 
dispense with bond where corporate fidu- 
ciary seeks to sell any real estate. 


Ch. 100: 


Concerns appeals from probate 


Dispenses with necessity of in- 
cluuding inventory of trust estate with an- 
nual accounting where no changes in ident- 
ity of items comprising principal have in- 
tervened since prior approved account. 


Ch. 197: Dispenses with necessity of 
administration where certain named credits 
do not exceed $500. 


Ch. 184: Enacts simultaneous death act. 


Georgia 

No. 298: Extends to mothers the right 
to name guardian of her children in will. 

No. 305: Extends to foreign committees 
authority to sell property of incompetent 
lying in Georgia. 

No. 450: Authorizes fiduciaries, with 
court approval, to convey rights of way 
and easements over estate or trust property 
to the United States, Georgia or political 
subdivision or to any person or firm having 
right of eminent domain. af 

No. 115: Authorizes bank to pay. to in 
testate’s family bank deposit. not. exceeding 
$600. 
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No. 114: Authorizes fiduciaries to sell 
at private sale any evidence of indebtedness 
and stocks and bonds listed on stock ex- 
change. 


Indiana 


Ch. 71: Amends common trust fund law 
to exempt participations from gross in- 
come tax, if “underlying securities” in the 
trust are subject thereto. 


Maine 


Ch. 114: Provides for filing of notice 
of election to take against will by guardian 
of insane surviving spouse. 


Maryland 


Ch. 799: Permits holographic, unattest- 
ed wills by servicemen outside the United 
States; such wills are effective only for 
one year after testator’s discharge (if pos- 
sessed of testamentary capacity). 

Ch. 870: Provides for release of powers 
of appointment. 

Ch. 130: Gives orphans’ court concur- 
rent jurisdiction over sales of real estate 
of testates as well as intestates. 

Ch. 288 and 290: Provides machinery 
for substitute fiduciaries for those engaged 
in war service. 

Ch. 128: Confers upon guardian of in- 
sane surviving spouse authority to exercise 
right of election against will. 

Ch. 480: Confers authority on court to 
direct sale of real estate by committee or 
trustee of an incompetent. 


Massachusetts 


Ch. 152: Provides for resignation of a 
fiduciary, who is a ward of a guardian, 
conservator or committee, by such guar- 
dian, conservator or committee. 
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Minnesota 


Ch. 322. Recodifies law relating to crea- 
tion and exercise (not release) of powers 
of appointment. 


New Hampshire 


S.B. 67: Authorizes investigation by 
Attorney General of all charitable trusts 
in the State, including those established by 
wills. Attorney General shall maintain a 
register of such trusts, open to inspection. 
Trustees of such trusts, must report annual- 
ly to Attorney General, showing property 
held, receipts, expenditures, beneficiaries, 
etc. 


North Carolina 


S.B. 155: Permits fiduciaries to invest 
in life endowment or annuity contracts, with 
approval of court. 


Ohio 


A common trust fund enabling act has 
been passed, and becomes effective August 
14, 1943. No dollar or percentage limita- 
tions are imposed, so that any changes in 
Regulation F in this regard will not re- 
quire additional legislation. 


Pennsylvania 


Act 213: Amends common trust fund 
law to conform to Federal Reserve Regu- 
lation with respect to the $25,000 limita- 
tion on investment of any one trust; it is 
now made clear that that figure is to be 
determined at the time of investment. 

(A number of other measures, including 
one permitting the release of powers of 
appointment, are before Governor for sig- 
nature; they will be reported next month.) 


Rhode Island 


.Ch. 488: Provides for release of powers 
of appointment. 

S.B. 168: Exempts employee trusts 
from rules against perpetuities and ac- 
cumulations, from state and local taxation, 
and from attachment. 


Texas 


S.B. 200: 
fer Act. 


Enacts Uniform Stock Trans- 


Washington 


Ch. 55: 
Fund Act. 


Adopts Uniform Common Trust 
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PENSION PLANS FOR EMPLOYEES 


NOTES ON TRUST AND PROBATE LITERATURE 


BUSINESS INSURANCE TRUSTS 




















JOHN W. BEVERIDGE. 21 Taxes 210—April 


1943. 





After briefly outlining the nature and 
function of employee pension plans, the 
author discusses in considerable detail the 
tax aspects from the viewpoint of employer, 
employee and the plan itself. He empha- 
sizes the need for eliminating the tax dis- 
tinction between the annuity and life insur- 
ance features of a plan, and that between 
individual insurance and group policies. 


INSURANCE SETTLEMENT AGREE- 
MENTS 








ORVILLE F. GRAHAME. 28 Iowa Law Review 
55 (Nov. 1942) and 484 (March 1943). 


These two articles represent a most com- 
plete discussion of the various aspects of 
insurance settlement agreements. The mat- 
ters discussed include: insurance company’s 
right to offer settlements (question of 
“trust” powers); insured’s right to bind 
beneficiary; applicability of testamentary 
requirements; applicability of rules against 
perpetuities and accumulations; doctrine of 
spendthrift trusts as related to settle- 
ments; incidence of estate and income tax- 
ation (written before recent Treasury De- 
cision 5231 amending regulations regard- 
ing instalment payments); payments of 
excess interest; and a number of admin- 
istrative problems. This dissertation is 
“must” reading. 


APPORTIONMENT OF INCREASE BE- 
TWEEN SUCCESSIVE INTERESTS IN 
PERSONALTY 


ERWIN E. NEMMERS. 
view 815—April 1943. 


41 Michigan Law Re- 


The purpose of this article is to show the 
relation to the case law of the rules set forth 
in the Restatement of Trusts and the Prin- 
cipal-Income Act. It deals with the fol- 
lowing phases of the division between life 
tenant and remainder interests: receipts 
from a business, corporate dividends (dis- 
cussing Pennsylvania, Massachusetts and 
Kentucky rules), rights to subscribe to 


stock, voting rights, liquidation dividends 
and proceeds from sales, bond premium and 
discount amortization. 





P. PHILIP LACOVARA. 43 Columbia Law Re- 


view 328—April 1943. 


The author describes the advantages of 
business insurance trusts for liquidation of 
the interest of a decedent in a close cor- 
poration or corporation. Suggestions for 
drafting the trust agreement are set forth, 
without any attempt at rigid formalism. 
Alternatives are offered, for example, as to 
methods of valuation and disposition of the 
insurance policies on the lives of survivors. 
Together with several points especially 
pertinent in wartime, the article serves as 
a guide in the preparation of these agree- 
ments. 


EFFECT OF THE RECENT STOCK DIVI- . 
DEND DECISIONS 


GEORGE T. ALTMAN. 21 Taxes 251—May 
1943. 
This is an analytical study of the 


Supreme Court decisions involving stock 
dividends from the famous Fisner v. Ma- 
comber down to the recent Sprouse and 
Strassburger cases. A fuller understand- 
ing of the implications of the latter is ob- 
tained by an appraisal of the rationale of 
the line of cases on this subject of the in- 
come taxability of stock dividends. The 
author observes that under these decisions 
only those stock dividends are now taxable 
which give the recipient an interest in 
the corporation proportionately different 
(greater than) from what he had before, 
but Congress has the power to tax all 
stock dividends. He then discusses possible 
variations of action which could be taken 
by Congress as a result of these decisions. 


POWERS OF APPOINTMENT 


EDWIN W. COONEY. 22 The Trust Bulletin 3— 
May 1943. 


This is a discussion of the recently issued 
Treasury Regulations governing the estate 
and gift taxability of powers of appoint- 
ment. Emphasis is upon the provisions 
which clarify some of the difficult ques- 
tions raised by the wholesale amendment of 
the former law on this subject. Consider- 
able attention is given to the matter of re- 
leasability of powers. 
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ADEMPTION BY EXTINCTION 


WILLIAM H. PAGE, 
view 11—Jan. 1943. 


1943 Wisconsin Law Re- 


This article discusses the results of the 
doctrine of ademption when a legacy is pre- 
vented from passing to the legatee because 
of facts which take place after the will is 
executed. The author poses a number of 
suggestions for obviating the sometimes 
grossly unintended consequences of ademp- 
tion, and opines that perhaps the best solu- 
tion is legislative action along lines which 
he sets forth, with special consideration to 
the interests of close relations of the tes- 
tator. 


FRAUD, UNDUE INFLUENCE AND 
MENTAL INCOMPETENCY 


MILTON D. GREEN. 
176—March 1943. 


43 Columbia Law Review 


The author’s objective here is to re-ex- 
amine the traditional concepts mentioned 
in the title, in their relation to wills and 
contracts. He compares the concepts each 
to the other, and concludes that there is an 
extremely close relationship between them, 
his analysis revealing that the courts some- 
times group fractions of two and even all 
three of the grounds in order to spell out 
a composite ground for avoiding a trans- 
action. 


RIGHTS OF CREDITORS OF DECE- 
DENT TO RECOVER FROM DISTRI- 
BUTEES AFTER ESTATE IS CLOSED 


41 Michigan Law Review 920—April 1943. 


This Comment discusses the circum- 
stances under which, if any, a creditor may 
proceed against distributees. There is not 
much of a question that he would be 
barred after the estate has been closed if 
his claim had been presented in the probate 
proceeding and ruled upon there. However, 
where for one of several reasons the claim 
has not been so presented, a number of 
cases and statutes recognize a liability of 
distributees to the creditor. The writer 
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favors the view adopted in a small group 
of states that makes distribution in probate 
absolutely final. 


APPOINTIVE ESTATES — RIGHTS OF 
PECUNIARY LEGATEES 


17 Temple University Law Quarterly 186—Feb. 
1943. 


Where a testator who has a power of 
appointment provides for payment of cer- 
tain legacies and disposes of his residuary 
estate “including all property over which I 
may have a power of appointment, the ques- 
tion arises whether the power property may 
be used to pay the legacies, their being in- 
sufficient funds in the testator’s individual 
estate to do so. This Note discusses the 
factors which the courts claim are guides in 
determining whether the two estates are to 
be blended or the legacies abate. 


POWERS OF APPOINTMENT 


DON H. McLUCAS. 21 Taxes 198—April 1943. 


This article summarizes the provisions 
of the 1942 Revenue Act relating to estate 
and gift taxation of powers of appointment. 
There is a good discussion of the release- 
ability of powers (apparently before the 
new regulations were issued) and how such 
releases may be effected. 


VALUATION OF STOCK IN CLOSELY- 
HELD CORPORATION FOR _ FED- 
ERAL GIFT AND ESTATE TAX PUR- 
POSES 


ROBERT A. SPRECHER. 
Journal 325—May 1943. 


31 Kentucky Law 


The factors required by the regulations 
to be considered in determining the value 
of closely-held stock are examined under 
the following headings: earnings (their 
importance, governing period, rate of cap- 
italization), dividend-paying capacity, and 
book value or net worth. Other relevant 
factors analyzed are opinion testimony, 
economic conditions, and effect of subse- 
quent events. 
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Decisions 
LEGAL CONTRIBUTING EDITORS 


Digests of the current decisions affecting fiduciaries, published in the follow- 
ing pages, were selected and reported by these attorneys, for their respective 
jurisdictions: 


CALIFORNIA: Walter L. Nossaman—Brady & Nossaman, Los Angeles 
COLORADO: Hubert D. Henry—Collier, Collier & Henry, Denver 

ILLINOIS: R. J. Frankenstein, Jr.—McDermott, Will & Emery, Chicago 
IOWA: Eugene D. Perry—Stipp, Perry, Bannister & Starzinger, Des Moines 
KENTUCKY: Squire R. Ogden—Ogden, Galphin, Tarrant & Street, Louisville 
MASSACHUSETTS: Guy Newhall—Attorney-at-law, Lynn 

NEW JERSEY: Samuel J. Foosaner—Counsellor-at-law, Newark 

NEW YORK: Joseph Trachtman—Attorney-at-law, New York City 
ONTARIO: L. G. Goodenough—Leonard & Leonard, Toronto 

WISCONSIN: Ralph M. Hoyt—Shea & Hoyt, Milwaukee 


The complete roster of editors appears in July and January. 


Distribution — 
Valid 


Escheat Statute Held 


Kentucky—Court of Appeals 


Anderson National Bank, et al. v. Reeves, Com- 
missioner, decided Dec. 18, 1942. Petition for re- 
hearing overruled May 7, 1943. Petition to 
Supreme Court for writ of certiorari will be filed. 


The action was instituted by a national 
bank in a representative capacity to en- 
join the Commissioner of Revenue from at- 
tempting to enforce the statute requiring 
banks, among others, to report and pay over 
to the State the amounts of dormant bank 
accounts. The statute, in part, provides: 


“That where the owner of bank deposits pay- 
able on demand has not for ten successive years 
next preceding the date for making reports as 
required by the Act (a) negotiated in writing 
with the bank or trust company concerning it, or 
(b) been credited with interest on the pass book 
or certificate of deposit on his request, or (c) had 
a transfer, distribution of interest, or other trans- 
action noted of record in the books or records of 
the bank or trust company, or (d) increased or 
decreased the amount of deposit, such deposits 
shall be presumed abandoned.” 


The same presumption of abandonment ex- 
ists with respect to deposits other than 
those payable on demand, except that the 
presumption arises only after 25 years. 
The trial court adjudged the act to be 
invalid to the extent that it required money 
or property to be delivered to the State 
without the State having first obtained a 
judgment to the effect that the property 
had been abandoned and that it should be 


delivered to the State. 
the act was held valid. 


HELD: Reversed. The act is constitu- 
tional in its entirety. With respect to the 
contention that the statute was in effect 
one providing for escheat without a judg- 
ment of escheat having first been entered, 
the court stated that the statute did not 
provide that “title’ should become vested 
in the State without a judicial determina- 
tion, but merely provided “for a transfer 
of property which may later be adjudged 
to be subject to escheat. 

It was further contended that under the 
decision of Security Savings Bank v. Calif., 
263 U. S. 282, the act was invalid as ap- 
plied to national banking institutions. The 
court held that the basis for that decision 
was that the California statute, as deter- 
mined by the California court, was one 
providing for escheat of bank accounts by 
reason of dormancy, and that since the 
Kentucky act merely provided for transfer 
of custody, the decision of the Supreme 
Court was not controlling. 


In other respects, 


a, 


Distribution — Inter Vivos Trust De- 
clared Illusory 


New York—aAppellate Division, 2nd Dept. 
Burns v. Turnbull, N. Y. L. J., May 4, 1943 


The judgment of the Supreme Court [re- 
ported in Aug. 1942 Trusts and Estates] 
was reversed and judgment was granted in 
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favor of the plaintiff cancelling and de- 
claring illusory the inter vivos trust and 
directing the delivery of the property in- 
cluded in the trust agreement to the plain- 
tiff. The opinion of the Appellate Division 
was in memorandum form without any ci- 
tation of cases or other authorities. The 
Appellate Division emphasized the execu- 
tion of the trust agreement eleven weeks 
before the death of the settlor and her re- 
tention of complete control of the trust 
property during her lifetime. 
—$—<—$——————_Q—————_—_<_— 


Distribution — Invasion of Corpus 
Denied Though Beneficiaries Were 


Destitute 
New York—Supreme Court, New York County, 
Sp. T. VI 
Brandt v. Continental Bank &@ Trust Company, 
New York Law Journal, May 25, 1943. 


The testator provided for two trusts for 
the life benefit of one of his daughters. 
One of the trusts was of $10,000 with re- 
mainder upon the death of the daughter to 
her children, and in default of children of 
the daughter to the testator’s issue. The 
second of these trusts was of one-third of 
the residue and was upon the same terms 
as the first mentioned trust. The remain- 
ing two-thirds of the residue were placed 
in trust for the life benefit of two children 
of the testator, respectively, and in addi- 
tion to income, each of these other children 
was given $1,000 annually out of princi- 
pal. 

An application was made on behalf of 
the infant children of the daughter for 
$1,200 per annum to be paid for their ben- 
efit out of the corpus of the two trusts 
established for the life benefit of their 
mother. The application was made on the 
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ground that the income of said two trusts 
was completely inadequate to support her 
and the infants, that she and the children 
were deserted years ago by her husband, 
the father of the infants, that the infants 
and the mother were living in a state of 
poverty and malnutrition, and were with- 
out any property other than the income of 
said two trusts. In denying the applica- 
tion it was 


HELD: That despite the extreme ur- 


* gency which was established, the Court 


was forbidden to direct any distribution 
of principal by the New York statutes pro- 
viding for the indestructability of express 
trusts to receive and apply income. More- 
over, the circumstance that the testator 
had provided the separate $10,000 trust for 
his daughter over and above the provisions 
for his other two children and had author- 
ized an annual payment of $1,000 out of 
principal for such other children indicated 
that the testator wished the children of the 
daughter to receive the principal of the two 
trusts intact. Finally, the Court observed 
that the infant plaintiffs would be entitled 
to the principal of the trusts for the 
mother’s life benefit only if they survived 
her, there being a gift over to the other is- 
sue of the testator. 


es 0d 


Distribution — Nature of Remainder to 
Children by Right of Representation 


Massachusetts—-Supreme Judicial Court 
Lyons v. Lyons, 1943 A.S. 593; April 1, 1943. 


The will created a trust for the benefit 
of the testator’s wife and five children, all 
of whom survived him. After the death of 
the wife it provided as follows: “I bequeath 
$20,000 to my daughter A...” After pay- 
ing the legacy to A, “I give and bequeath 
all the rest, residue and remainder of the 
trust property to all my children . . . share 
and share alike, and the children of any 
deceased child to take by right of represen- 
tation.” One daughter, B, died before the 
wife, leaving a husband, but no children. 

HELD: The remainders vested on the 
death of the testator, and B’s share went 
as part of her estate. There were no words 
of contingency to take the case out of the 
general rule in favor of vested remainders. 
The provision that the children of a de- 
ceased child should take by right of repre- 
sentation does not make the remainder con- 
tingent. 

But cf. Robertson v. Robertson, 1943 
A.S. 559, decided the same day. 
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Distribution — Right of Adopted Child 
to Inherit 


Colorado—Supreme Court 
Estate of Isabel Warr; Elizabeth Warr Rogers v. 
James Bird Green, et al., decided May 3, 1943. 


Adopted daughter of decedent’s prede- 
ceased brother, which brother would have 
been the sole heir of decedent had he sur- 
vived decedent, claimed decedent’s entire 
estate under the laws relating te adoption. 
Colorado statutes provide an adopted child 
shall be “entitled to inherit from the peti- 
tioner *** any or all property in all respects 
as if such adopted person had been peti- 
tioner’s child born in lawful wedlock,” and, 
“such child (is) to all intents and pur- 
poses the child and legal heir of the person 
so adopting him or her, entitled to all the 
rights and privileges *** of a child of such 
person begotten in lawful wedlock,” and, 
“Legally adopted children shall be, to all 
intents and purposes, children and legal 
heirs of the persons so adopting them, en- 
titled to inherit as fully as children of the 
foster parents begotten in lawful wedlock.” 


HELD: The adopted daughter is not an 
heir of her adopting father’s sister. Rus- 
sell v. Jordan, 58 Colo. 445, held that the 
relaiton created by adoption “is regarded 
as personal between the adopting parent 
and adopted child.” No changes in statute 
since the decision have materially changed 
the law on this point. 

> 1 


Distribution—Sale by Conservator of 
Subject Matter of Specific Legacy 
Does Not Adeem It When Proceeds 
Remain in His Hands at Time of 
Death of Testator 


Illinois—Appellate Court 
Lewis v. Hill, 317 Il. App. 531. 


Testatrix devised certain realty to plain- 
tiff. Prior to testatrix’ death, she had been 
declared incompetent and a conservator was 
appointed for her. Under a court order 
the conservator had sold the property de- 
vised, but at the time of the testatrix’ 
death the proceeds of the sale still remain- 
ed in his hands. He was appointed execu- 
tor of the estate. Plaintiff sued in the 
Circuit Court to impress a trust upon the 
proceeds of the sale. Defendant filed a mo- 


tion to dismiss the complaint on two 
grounds: (1) the controversy involved dis- 
tribution of assets of an estate and there- 
fore was cognizable only in the Probate 
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Court; (2) the devise to the plaintiff was 
adeemed by the sale of the property by the 
conservator. The Circuit Court dismissed 
the appeal for want of equity. On appeal 
the judgment was reversed. 

HELD: (1) The property devised was 
not owned by the testatrix at the time of 
her death. Therefore, in order to recover, 
plaintiff must trace the proceeds into the 
hands of the executor and by some equitable 
doctrine establish her rights to them. By 
attempting to impress these funds with a 
trust plaintiff has brought the controversy 
within the equitable jurisdiction of the 
Circuit Court. 

(2) On the question of ademption under 
these circumstances, there is a conflict of 
authority. This case is one of first impres- 
sion in Illinois. The “old English rule” 
holds that where property, the subject of a 
specific bequest or devise, is not in exist- 
ence at the time of the testator’s death, 
ademption takes place, even though it was 
not disposed of by the voluntary act of the 
testator but by his conservator. This court 
preferred to follow the authorities which 
consider not merely the change in the na- 
ture of the property, but also the probable 
intent of the testator, and held that where 
the proceeds of the sale of such property 
were not used for the incompetent’s sup- 
port and to the extent that they can still 
be traced, they retain their original char- 
acter and pass to the specific legatee or 
devisee. 

ee 


Escrows—Disagreement Between Par- 
ties as to Right to Delivery — When 
Delivery by Escrowee in Such Case 
Not Required 


Illinois—Appellate Court 
Stark v. Chicago Title d& Trust Co., 316 Ill. App. 


353. 
° 


Chicago Title & Trust Co. agreed to act 
as escrowee of certain certificates of stock, 
etc., owned by Stark, together with six 
bearer notes payable to Stark. Agreement 
provided that upon payment of all the 
notes, which matured a month apart, the 
stock certificates, etc., would be delivered 
to the maker’s attorney. Instruction Fifth 
of the agreement provided: 

“In the event of default in the payment of the 


aforesaid notes, the [documents] deposited *** 
shall be returned to Malcolm B. Stark”; 


and all payments on notes theretofore made 
were to be retained by Stark as “liquidated 
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damages and not as a penalty.” Four of 
the notes aggregating $9600 were paid. 
The fifth note due July 15 was not paid. 
On July 16 escrowee was notified by the 
maker’s attorney that a voluntary petition 
in bankruptcy under Sec. 77-b had been 
filed on July 15 and therefore the note 
could not be paid. A telegram was re- 
ceived by the escrowee from Stark asking 
for immediate return of the documents in 
escrow shortly after it was notified of the 
pending bankruptcy. On July 17 Stark 
made another demand for the return of 
the papers. 

On July 19 the Title Company was served 
with a notice that on the following day the 
bankrupt was applying for a restraining 
order against it. The order was duly en- 
tered on July 20 and was not dissolved 
until October. Stark sued escrowee to re- 
cover damages for alleged violation of the 
escrow agreement, alleging the agreement 
left no discretion in the escrowee and his 
telegram on July 16 constituted a positive 
unequivocal direction for the return of the 
escrow documents, 


HELD: Judgment for defendant affirm- 
ed. From the time the deposit is made the 
escrowee becomes the trustee of both the 
party making the deposit and the one for 
whose benefit it is made. When a dis- 
agreement arises between the parties as 
to the right to delivery, the escrowee is not 
required to act on his own responsibility. 
In such a case a bona fide reasonable de- 
tention of the papers and securities deposit- 
ed in escrow is justified for the purpose of 
ascertaining the true rights of the parties. 

The court pointed out that the short 
space of two days within which the var- 
ious events occurred could not be consider- 
ed an unreasonable delay, especially when 
plaintiff had extended the due dates of the 
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third and fourth notes, manifesting an ab- 
sence of urgency, and the provision rela- 
tive to return of the documents upon de- 
fault in payment of the notes did not spec- 
ify their immediate return. Even had it so 
specified, there are decisions holding the 
escrowee’s duty in such a situation is not 
to act immediately, but he is entitled to 
wait until after a reasonable time is given, 
notwithstanding the time limit named in 
the contract. 


a) 


Investment Powers — Defect in Statute 
Governing Trust Investments 


Kentucky—Court of Appeals 


Fidelity & Columbia Trust Co. v. Meek, decided 
April 30, 1943. Not yet officially reported. 


By statute enacted in 1936, the Legisla- 
ture created a Statute Committee which 
was directed to “revise, codify, enact and 
publish the statute laws of Kentucky.” The 
act contained a provision that the commit- 
tee was restricted from altering the sense 
of any act forming a part of the general 
statute law of the Commonwealth. At the 
1942 session of the Legislature, the com- 
mittee’s report in the form of Revised 
Statutes was enacted as the statute law of 
the Commonwealth. In rewriting a section 
relating to the investment of trust funds, 
the editorial staff of the committee, through 
error, omitted a provision theretofore in 
the law to the effect that it is lawful for 
fiduciaries to invest trust funds, among 
other property, in “dividend-paying secur- 
ities.” 

The action was brought under the de- 
claratory judgment statute for a judicial 
declaration as to the rights of a trustee to 
invest trust funds in dividend-paying secur- 
ities. 

HELD: The Revised Statutes enacted 
by the Legislature in 1942 constituted not 
merely evidence of the law of the Com- 
monwealth, but actually “the statutory law 
of the Commonwealth,” and the Statute 
Committee, in publishing the Revised 
Statutes after enactment by the Legisla- 
ture, had no authority to change the lan- 
guage appearing in the enrolled bill. How- 
ever, with respect to the effect, on the 
power of fiduciaries to invest trust funds 
in “dividend-paying securities,” of the 
omission of those words from the Revised 
Statutes, the court held that in view of 
other provisions of the statutes, the omis- 
sion merely created an ambiguity, and that, 
since by other provisions fiduciaries were 
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regulated with respect to the voting of 
corporate shares and the sale of dividend- 
paying stocks, it was not the intention of 
the Legislature to deprive fiduciaries of 
the power to make investments of trust 
funds in dividend-paying securities. 


a 


Investments — Situation at Time of 
Will Controls 


New York—Surrogate’s Court, New York County 


Matter of Jeremiah, New York Law Journal, May 
20, 1943. 


The testator authorized his trustees to 
invest, among other things, in bonds se- 
cured by mortgage on real property in the 
City of New York or in the City of Brook- 
lyn. At the date of the Will, Brooklyn and 
New York were separate cities, and the 
present county of Queens was not part of 
the City of New York. The trustees in- 
vested in a mortgage on property in Queens 
County. The trustees also purchased a 
participation in a mortgage on property 
located in the area comprised in the City 
of New York as it existed on the date of 
the Will. The Surrogate, in sustaining 
objections to these investments, 

HELD: The testator gave the trustees 
an adequate field of choice in the selection 
of mortgage investments within the area 
prescribed by him. Although legislation 
was enacted before the purchase of the 
mortgage participation which permitted 
trustees generally to invest in such partici- 
pations, that type of invesment was wholly 
unknown to the investment world as of the 
date of the Will. The conservative prac- 
tice which prevailed at that time required 
a trustee to own and control the whole 
mortgage and to-have complete power over 
its management. The text of the Will au- 
thorized trustees to make loans on “bonds 
secured by mortgages” and as of the date of 
the Will did not authorize the purchase of a 
certificate showing that someone other than 
the trustee held a bond secured by mort- 


gage. 
en 


Jurisdiction — Declaration of Domicil 
by Decedent Not Controlling 


Massachusetts—Supreme Judicial Court 
Slater v. Munroe, 1943 A.S. 579; April 1, 1943. 


Mrs. X was a Massachusetts woman. She 
married a Chicago man in 1913 and resided 
with him in Chicago until his death in 
1931. Prior to her marriage she spent 
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much of her time helping her father run 
the Belmont, a summer hotel in Harwich 
(Mass.), and had lived there practically 
all her life. After her husband’s death she 
closed out practically all her affairs in Chi- 
cago. For the most part she spent her 
winters at different hotels in Boston and 
her summers at the Belmont, making a few 
short stays in Chicago at hotels and some 
trips to California and elsewhere. In 1941 
she had a room fitted up at the Belmont, 
saying it was the only home she had. She 
did not vote in either state. She kept her 
money deposited in Massachusetts banks 
and for most purposes gave Harwich as her 
address. Legally she used Chicago as her 
residence and refused to pay a Massachu- 
setts income tax, but stated in 1942 that 
she supposed she would have to pay one. 
The will recited her as of Chicago. 

HELD: The judge was not plainly 
wrong in finding that her domicil was in 
Harwich. (Good discussion of the law re- 
lating to domicil on p. 585.) 


en 


Life Insurance — Use of Accumulated 
Income Under Settlement Option 
Prior to Agreed Time 


New York—Court of Appeals 
Matter of Nires, decided March 4, 1943. 


A life insurance company pursuant to 
a settlement option agreement was directed 
to accumulate income and pay it to infants 
upon attaining twenty-one years of age. On 
the ground that no funds were available 
apart from the accumulations of income 
for the support of two infant beneficiaries, 
application was made for suitable sums 
out of the accumulated income for the 
benefit of the infants. In upholding a de- 
nial of the application, the Court 
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HELD: Section 17 of the Personal 
Property Law, which provides that, when 
a minor, for whose benefit an accumula- 
tion of income of personal property has 
been directed, is destitute of other means, 
the court may, on the minor’s application, 
cause a suitable sum to be taken for his 
support or education and to be paid to him 
out of the moneys accumulated, is appli- 
cable only to accumulations directed in a 
deed or will creating a trust and is not 
applicable to accumulations provided for 
in a contract between an insured and an 
insurance company under which the com- 
pany is to hold the proceeds of the insur- 
ance. An accumulation of income under 
a certificate of deposit issued by the com- 
pany or under a life insurance trust is not 
based on a direction by a grantor or testa- 
tor, but on an obligation arising from a con- 
tract between the insured and the insurer. 
The insurance company does not hold the 
proceeds of a policy as a trust fund. Al- 
though the term “trust” is used, no real 
trust agreement is in fact involved. There 
is a debt owing to beneficiaries payable in 
stipulated amounts at stipulated times and 
in a stipulated manner. 


O-—_—_ 


Living Trusts — Duty of Trustee to De- 
fend Trust — Trustor Cannot Revoke 
Where Remainder To His Heirs 


California—District Court of Appeal 
Bixby v. Hotchkis, 136 P. 2d 597 (Apr. 30, 1943). 


This was a claim and delivery action 
brought by plaintiff to recover certain 
property which he had transferred to the 
defendant in trust. Defendant cross com- 
plained, asking that the trust be declared 
valid and irrevocable and for settlement of 
the trustee’s accounts, preparatory to turn- 
ing the trust over to a successor trustee. 
Judgment for defendant and cross com- 
plainant affirmed. 


HELD: (1) Irrevocable trust having 
been created, it was the trustee’s duty to de- 
fend it. She was entitled to reimbursement 
of expenses, including attorneys’ fees, in- 
curred in this connection. 


(2) The trust having been made irre- 
vocable for twenty years, upon the expira- 
tion of which time the property passed to 
the trustor if living but if he were de- 
ceased to his heirs at law, a contingent in- 
terest was created in the heirs at law which 
prevented revocation. 
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Perpetuities — Rule Not Violated If 
Possession Is Postponed Beyond Per- 
missible Period 


Kentucky—Court of Appeals 


Goodloe’s Trustee and Admr. v. Goodloe, 166 S.W. 
(2d) 836. 


By her will, Mary Goodloe devised the 
remainder of her estate in equal portions 
among her children, with the provisions (a) 
that the property should be held by them 
during their natural lives but at death such 
portion of the estate as is left undisposed 
of in each such child’s possession should be 
held in trust for the issue of such child 
until the issue attained the age of twenty- 
one years, at which time the property should 
be delivered to such issue, the share of any 
such issue dying before attaining the age 
of twenty-one years to pass to the surviv- 
ing brothers and sisters of such issue; (b) 
that if any of the children should not leave 
issue surviving, or leaving issue, all such 
issue should die before reaching the age 
of twenty-one years, then the portion of the 
estate bequeathed to such child or children 
and remaining undisposed of at the death 
of such child or children should go to testa- 
trix’ descendants to be held on the same 
terms as the principal bequests to them 
under the will; and (c) that if any child 
should die leaving no issue and leaving a 
husband or wife surviving, such child 
should have the right to bequeath to the 
surviving spouse a life estate in the por- 
tion of the estate bequeathed to such child. 

A son of the testatrix, William Goodloe, 
died without issue, leaving surviving his 
widow, and by will he devised to the widow 
everything he owned at his death, which de- 
vise was effective to transfer to the widow 
such right as he had the power to give 
her in property left by the testatrix. The 
claim asserted on behalf of the widow was 
that the provisions of the will of Mary 
Goodloe contravene the rule against per- 
petuities, and, therefore, that she became 
the absolute owner of William Goodloe’s 
share in the estate of his mother. The 
statute against perpetuities provides: “The 
absolute power of alienation shall not be 
suspended, by any limitation or condition 
whatever, for a longer period than during 
the continuance of a life or lives in being 
at the creation of the estate, and twenty- 
one years and ten months thereafter.” The 
trial court held that the provisions of Mary 
Goodloe’s will contravene the rule. 


HELD: Reversed. The rule against 
perpetuities is satisfied if the power of 
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alienation vests within the prescribed pe- 
riod of time even though the possession and 
enjoyment of the property might be post- 
poned beyond such period. 

It was argued that a child of the testa- 
trix might marry a person who, at the 
testatrix’ death, had not been born; that 
such spouse might live more than twenty- 
one years and ten months beyond the lives 
of the children of the testatrix; and that 
the result would be that a vesting of the 
estate would be postponed until the death 
of the spouse. The contention was denied, 
the court saying: 

“Since the ultimate remainderman must be liv- 
ing at the time of the death of the children of 
Mrs. Goodloe, or be born within ten months there- 
after, and since, under the will he has power to 
alienate the property when he arrives at the age 
of twenty-one years, the absolute power of aliena- 
tion has not been suspended more than twenty- 
one years and ten months after the death of a life 


which was in being at the creation of the estate.” 





—(O — 
Powers—-Appointment—Exercise with- 
out Reference to Power 
ltowa— Supreme Court 


In re Stork’s Estate. 9 N. W. (2d) 273. 


Wiliiam Stork by will created a trust, in- 
cluding real estate specifically described, 
for the use and benefit of his daughter 
Mary for her natural life, and upon her 
death the trust assets “to be distributed as 
directed in her last will and testament, and 
upon her failure or inability to make a will 
disposing of the estate hereby devised in 
trust, such entire estate shall go to the heirs 
of the said Mary Stork.” Thereafter, Mary 
Stork deceased testate, by will specifically 
devising said real estate in trust to three 
nephews, but the will did not state Mary 
Stork was exercising thereby the power of 
appointment conferred upon her by her 
father’s will. 

HELD: Mary Stork by her will and the 
circumstances existing at the time of its 
execution intended to and did exercise the 
power of appointment. 
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Taxation — Estate & Inheritance — 


Gifts Held in Contemplation of Death 


New 


Voorhees v. 





Supreme Court 
mn. Sd. Ip Ct. 


Jersey 
Kelly, 130 





In 1920 at the age of sixty-five and ten 


years before his death, decedent transferred 
in trust certain securities and life insur- 
ance policies aggregating $500,000 in value. 
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The six donees included two daughters and 
a grandson. The income of the trust was 
to be paid to the donor’s wife “during her 
life or until her remarriage.” When the 
trust was established the donor was in good 
health. The decedent executed his last will 
approximately two years after he created 
the trust. In many respects this instru- 
ment bore close similarities to the trust 
indenture. 

The State Tax Commissioner challenged 
the inter-vivos gifts as having been in con- 
templation of death. The lower Court took 
particular note of the fact that the dece- 
dent provided income for his wife “during 
her life or until her remarriage,” emphasiz- 
ing that the donor certainly did not expect 
his wife to remarry during his lifetime, and 
upheld the Commissioner. 


HELD: Affirmed. When the donor made 
the gifts he was aged sixty-five. “He was 
definitely in life’s late afternoon.” *** “Re- 
serving an amount ample for his needs, 
he put the surplus in the way of going as 
he wanted all of his estate to go at his 
death; and with practically the same inci- 
dents. We are persuaded that the two acts 

-the trust deed and the will—were alike 
motivated by those considerations which 
lead to testamentary disposition of prop- 
erty.” 

ee  ( 


Taxation — Estate and Inheritance — 
Tax Not Payable on Increment to 
Legacies by Virtue of Direction to 
Pay Taxes Out of Residue 


Ontario—Supreme Court 
Re Flavelle Estate, 1943 Ontario Reports 167. 


Testator, who had made inter vivos dis- 
positions of property, directed in his will 
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that the National Trust Co. Ltd., as execu- 
tor, should pay out of his general estate 
all succession duties and death taxes pay- 
able in respect either of gifts made during 
his lifetime or bequests under his will. The 
executor brought a proceeding for direc- 
tions as to payment of the tax. 


HELD: (1) The legislature is compe- 
tent to impose succession duties in respect 
of dispositions made by decedents during 
their lifetime. 


(2) No duty is payable on the amount 
of succession duties payable out of the 
general estate by direction in the will. 


oo 


Taxation — Estate & Inheritance 
Tax on Life Interest Payable Out of 
Corpus 


Wisconsin—Supreme Court 


Estate of Allen, 9 N. W. (2d) 102; decided April 
13, 1943. 


The county court held that the state in- 
heritance tax on both the remainder inter- 
est and the life beneficiary’s interest in a 
trust estate was payable solely out of the 
corpus of the trust and no part of it was 
chargeable back to the life beneficiary. The 
Wisconsin inheritance tax law provides that 
the value of every future or limited estate, 
income, interest or annuity dependent upon 
a life in being shall be determined in ac- 
cordance with mortality tables and that the 
tax thereon “shall be construed to be upon 
the transfer of a portion of the principal or 
corpus of the estate equal to the present 
value of such future or limited estate,” and 
that such tax shall be payable “out of the 
property transferred.” 


HELD: The language of the statute is 
explicit, and leaves no room for holding that 
the tax on the life interest is payable other- 
wise than out of corpus of the estate. Judg- 
ment affirmed. 


a 


Tax Institute Held 


Three well known tax experts addressed 
the Institute on Federal Taxation conduct- 
ed by the Essex County (N. J.) Bar Asso- 
ciation on May 24th. Peter Guy Evans, 
regular contributor to Trusts and Estates, 
spoke on the tax problems of close corpor- 
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ations, pointing out that the difficulties 
encountered by such corporations are 
caused chiefly by the failure of their offi- 
cers to follow the correct procedure and to 
be mindful of the fact that they are not 
doing business as a partnership or pro- 
prietorship. Mr. Evans concluded that, 
so long as taxes remain at their present 
high level, the corporate form will yield 
to the tax and other advantages of doing 
business as an individual or partner. 


Samuel J. Foosaner, also a contributor 
to Trusts and Estates, discussed the changes 
in estate and gift taxation made by the 
1942 Revenue Act, with special emphasis on 
life insurance and powers of appointment. 
He stressed the importance of intelligent 
estate planning to estimate and minimize 
death costs. 


Sydney A. Gutkin, formerly senior at- 
torney in the Office of Chief Counsel, Bur- 
eau of Internal Revenue, analyzed recent 
income tax decisions from the viewpoint of 
their effect upon the entire tax structure. 


ee 


Canada’s Pay-As-You-Go Tax 
(Continued from page 554) 


Every employer must make a return 
to the Government on or before the last 
day of February in each year, showing 
the amount of salary paid to each em- 
ployee for the preceding calendar year 
and the amount of tax deducted thereon. 


The tax payable by a Corporation will 
be paid by twelve monthly instalments 
commencing in the sixth month prior to 
the close of its fiscal period (a) as to the 
first eleven months, one-twelfth of the es- 
timated tax, having regard to the pre- 
vious or anticipated current year’s in- 
come, applying the current year’s rates, 
and (b) as to the twelfth month, the 
balance of the tax payable, having re- 
gard to the income and applying the 
rates of the taxation year. 


It is fair comment to say that the 
Minister of Finance, the Hon. J. L. Ilsley, 
has added to his prestige by the intro- 
duction of these amendments which, by 
and large, have been well received 
throughout the Dominion of Canada. 
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Bank of America N. T. & S. A. 20, 288, 476 

Crocker First National Bank 129 
DELAWARE— Wilmington 

Equitable Trust Co. 50, 180, 274, 327, 450, 565 

Secirity Trust Co. 296, 554 

Wilmington Trust Co. 78 
DISTRICT OF COLUMBIA—Washington 

American Security & Trust Co. 77, 302, 424 


MASSACHUSETTS— _ Boston 


Back Cover 


Riggs National Bank 500 


Boston Safe Deposit & Trust Co. 
National Shawmut Bank 481 
Old Colony Trust Co. 126, Back Covers, 314, 488 
State Street Trust Co. Inside Front Cover, 157 





TRUSTS and ESTATES—June 19438 


Springfield PENNSYLVANIA— Philadelphia 
Springfield Safe Deposit & Trust Co. Fidelity-Philadelphia Trust Co. 38, 210, 332, 510 
Girard Trust Co. 98, 306, 486 
Worcester Land Title Bank & Trust Co. 
94, 148, 301, 317, 432, 502 
Philadelphia National Bank 
Inside Back Covers, Back Covers 


Worcester County Trust Co. 


MICHIGAN— Detroit 


Bankers Trust Co. 142, 385, a a 

Detroit Trust Co. 146, 353, Fidelity Trust Co. 90, 191, 220, 348, 445, 509 

National Bank of Detroit Peoples-Pittsburgh Trust Co. 80, 236, 448 
Union Trust Co. Inside Back Covers 


MINNESOTA— Minneapolis Reading 
First National Bank 


Pittsburgh 


Berks County Trust Co. 


St. Paul TENNESSEE— Memphis 
First Trust Co. of St. Paul State Bank West Mations) Bank 
Union Planters Natl. Bk. & Trust Co. 
MISSOURI— St. Louis 
VIRGINIA— Richmond 
First and Merchants National Bank 
95, 112, 287, 385, 4° 
Virginia Trust Co. 15, 183, 292, 361, 4: 


Mercantile-Commerce Bank & Trust Co. 

97, 305, 
Mississippi Valley Trust Co. 
St. Louis Union Trust Co. 


21, 164, 229, 352, 436, 5 CANADA— Toronto 


Guaranty Trust Co. of Canada 61, 249, 458 
NEW JERSEY— Camden Toronto General Trusts Corp. 267, 418 


First Camden Natl. Bank & Trust Co. 134, 


Montclair 


SERVICES FOR TRUST AND BANK 
OFFICIALS AND ATTORNEYS 


Montclair Trust Co. 
Morristown 
Morristown Trust Co. 
—* Advertising 
National Newark & Essex Banking Co. Purse Company 58, 256, 


Plainfield Appraisals 


Plainfield Trust Co. 60, 264, 426 The American Appraisal Co 
13, 141, 263, 349, 415, 


RK— 1 i i 
NEW YO Breeklyn Timberland Appraisals 158, 


Brooklyn Trust Co. 2, Inside Front Covers 
Mew Veoh Auctioneers & Appraisers 


ites Mae Oo. 219, 411 Kende Galleries 452, 


Bank of New York 10, 291, 482 Book 

Chase National Bank 17, 153, 318, 398 Ooks 

Central Hanover Bank & Trust Co. 55, 254, 454 . 

City Bank Farmers Trust Co. 4, 100, 212 Blakiston Co. 

Guaranty Trust Company of New York 42, 240, 336 Callaghan Co. 46, 


aga a A. = Federal Income, Gift & Estate 
arine Midland Banks » 473 * 

New York Trust Co. 66, 194, 232, 360, 477, 544 Taxation , 
Title Guarantee & Trust Co. Inside Front Covers Polk’s Bankers Encyclopedia 
United States Trust Co. 32, 308 Ronald Press Co. 


; : Rochester Business Development 
Lincoln-Alliance Bank and Trust Co. 28, 294, 439 


Security Trust Co. 147 Tax Publications Co. 


OHIO— Cincinnati Engineers 
Fifth Third Union Trust Co. Sanderson & Porter 
63, 120, 299, 362, 468, 525 
Investment Securities 
Cleveland 


Cleveland Trust Co. First Federal Savings & Loan Assn. 
_—— of Atlanta 76, 168, 275, 367, 
Ohio National Bank R. W. Pressprich & Co. 
73, 167, 271, 365, 457, 
OREGON— Portland Selected Federals, Inc. 70, 268, 
United States National Bank Shields & Co. 





Vol. 76== JUNE, 1943 


CAUTIONS IN ACCEPTING EMPLOYEE TRUSTS 
Henry Henretta 


WAR ROLE OF TRUSTEE COMPANIES 
Frank Blamey 


ATTORNEY AS INVESTMENT ADVISER 
Barnie F. Winkelman 


PAY-AS-YOU-EARN INCOME TAX 
A. R. Courtice 


INDUSTRIAL PRODUCT STUDIES 





New York Escrows 


If you have any documents pertaining to New York real 
estate to be placed in escrow pending completion of any 
agreement in New York City, we are equipped to act as 
escrow agent with efficiency and at moderate cost. 


For over fifty years, we have been closing real estate contracts 
for our clients and have acquired the necessary experience 
to solve the various difficulties that ofttimes arise in connection 
with real estate. 


Title Guarantee and Trust Company 


176 Broapway = 175 REMSEN STREET 
New York ==; BROOKLYN 


ae Fiduciary Service 
ee in New York State 


George A. Barnewall 
Jackson A. Dykman 
John Gemmell, Jr. With over three-quarters of a cen- 


Lewis M. Gibb tury of continuous fiduciary experi- 
 prgeen ten ence in New York State, we are glad 
os aoe Seana to extend to banks and trust com- 
oo aperagagoagl | panies in other states full co-opera- 
eset 2a ° wy O! tion in the handling of estate and 

trust problems of their clients re- 


Robert L. Pierrepont : : x ; 2 
Charles Pratt quiring special attention in this state. 


Richardson Pratt 


ans, | SAME? BROOKLYN TRUST 


Adrian Van Sinderen 


177 Montague St.—Brooklyn Greater Now York \ (a Ms 4 y of the F.D.LC. 
New York Office—26 Broad St. tern 


One of the oldest Trust Companies in the United States 





THE UNION TRUST COMPANY 
of PITTSBURGH 


MEMBER FEDERAL. DEPOSIT INSURANCE CORPORATION 


Statement of Condition, May 29, 1943 


RESOURCES 
Cash on Hand and in Banks $117,017,989.52 
U. S. Government Securities 292,222,541.21 
Other Securities 52,097,756.07 
Loans and Discounts 97,021,595.88 
Real Estate and Vault 3,000,000.00 
Miscellaneous Assets 1,137,191.33 


$562,497,074.01 


LIABILITIES 
Capital 
Surplus 
Undivided Profits 2,055,777.33 
Reserves 14,127,252.18 
Due Depositors 447,010,988.10 
Other Liabilities 303,056.40 


$562,497,074.01 


DIRECTORS 


J- FREDERIC BYERS ROY A. HUNT LEWIS A. PARK 

ARTHUR V. DAVIS BENJAMIN F. JONES, 3RD DAVID A. REED 

RAYMOND F. EVANS CHARLES LOCKHART WILLIAM C. ROBINSON 

H. C. FOWNES, I jJ- E. MacCLOSKEY, JR. WILLIAM WATSON SMITH 

CHILDS FRICK WILLIAM L. MELLON CLARANCE STANLEY 
RICHARD EK. MELLON 


United States Government Obligations carried at $85,408,917 .10 are pledged to 
secure deposits of public monies and for other purposes, as required by law. 





WILL YOU CALL 
OR SHALL WE? 


The Philadelphia National Bank... 
largest commercial bank in the Third 
Federal Reserve District and Fiscal 
Agent for the City of Phiiadelphia 
and for the State of Pennsylvania... 
has in the course of its 140 years car- 
ried the deposit accounts of many of 
America’s greatest business firms and 
corporations. 


Today ...as always...it is ready, able 
and eager to serve sound substantial 
American and foreign businesses. 


Werepeat ... will you call or shall we ? 


--- LHE... 


PHILADELPHIA 
NATIONAL BANK 


ORGANIZED 1803 
PHILADELPHIA, PA. 
Resources over $750,000,000 


MEMBER OF THE FEDERALZDEPOSIT-INSURANCE {CORPORATION 








